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saturday, 
February 15, 1952. 


---Upon resuming at 9.45 a.m. 


-~--Mr. Commissioner Ladner was not present, 


THE CHAIRMAN: Gentlemen, the Commission 
will resume its hearing. Mr. Pabtillo? 

Mis Ha L LO: Thank you, Mr. Chairman. 
This morning we are proposing to hear the submission 
of the Alberta and Southern Gas Company Limited and 
Mr.,MacKimmie is here as counsel for the company and 
Mr, Horton, I understand, is going to present the 


brief. 


Submission of 


Alberta and Southern Gas Co. Ltd. 


APPEARANCES: 
Mr. R. A. MacKimmie -- Counsel 
Me, oJpe Kes Hopton -- President of Alberta. 
and Southern Gas Co. Ltc. 
Mr. J. S. Moulton -~- Vice President and Executive 


Engineer, Pacific Gas and 
Electric Company 
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MRE (PATE ELEOs tT would like, “first, to 
have the brief marked as an exhibit. 

---EXHIBIT NO, C-15-1: Submission of Alberta and 
Southern Gas Co. Ltd. 

MR, MacKIMMIE: If it please the Commission, 
as is evident from other presentations, Alberta. and 
Southern Gas Co. Ltd. are an arplicant before the 
Oil and Gas Convervation Beard in the Province of 
Alberta to remove quantities of natural gas from 
Alberta through the system to the areas served by 
Pacific Gas and Electric to Northern and Central 
California, particularly the San Francisco Bay area, 
Pacific Gas and Electric being the distributor 
directly to its customers in that area. 

With the Commission's permission, the 
brief will be given by Mr. J. K. Harton, who is 
the President of Alberta and Southern Gas Co. Ltd., 
and is, as well, Mr. Chairman, a Vice President «af 
Paciitic Gas and ieccuric. 

I would mention, Mr. Chairman and gentlemen, 
that it might be appreciated, as the brief is given, 
that we have a number of witnesses here who will 
support some of the conclusions drawn by Mr. Horton's 
priefr, 

I might say, too, Mr. Chairman, I may well 
have missed the breadth of the hearing, for, after 


consulting with Commission counsel, we had this brief 
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prepared and did not, as did our friends, Westcoast, 
file the data and the material that was prepared 
for the appli cation. before the Conservation Board; 
and I would like it to be clearly understood, Mr. 
Chairman, that all of those submissions are most 
certainly available to the Commission. MP eabacti lio 
did not think they were particularly germane,and I 
concur, with him, tae would not want it to be 
understood, in any sense, that we are unwilling 
to produce any studies we have made. 

THE CHATRMAN: I think we understand, 
Mr, MacKimmie. 

MR. MacKIMMIE: Phank Lyou . Mr. Chalrman . 

TL migchGealsousay;, siryss chat we, would, like 
to join the holy triumvirate and are quite pre- 
pared to have our witnesses sworn, if such meets 
the desire of counsel or the Commission itself. 

For the purpose of the record, perhaps 
I might be permitted to put in the names of those 
witnesses who will be here and who are available 
to give any of the back-up data. 

On the question of reserves and geology, 
we have Mr, J. Milton Wege, a senior official of 
the Ralph E. Davis firm of Houston, Texas, who 
are our consultant geologists. 

We also have; sin,: Me; J. S..-Moulton, 
Vice President and Executive Engineer, Pacific 


Gas and Electric Company. Mr, Moulton has been 
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in Canada for some time as a gas purchaser and 
has some knowledge, not only of the gas problems 
in Canada but, as well, in the United States; and, 
in line with some of the questioning Mr, Pattillo 
had the other day with reference to Westcoast's 
approaches to Pacific Gas and Electric some time 
ago, Mr. Moulton would be prepared to assist in 
any way he can within that field. 

We have also Mr. Fred A. Hough and Mr. 
Duane Smith, both of whom are senior engineers of 
the Bechtel Corporation, who, I am sure, are known 
well to the Commissior, and who have made the studies 
of cost estimates and pipeline design and selection. 

Then we have Mr. K. C. Christensen, who 
is treasurer of Pacific Gas and Electric Company, 
which is one of the real guiding spirits behind 
this thing, and Mr. Christensen has worked out the 
financing, the extent of Canadian participation 
and so on, if such matters would help the Commis- 
sion. 

We aico have Dr. Hu Harries, who is an 
economist in Alberta and who has made a study of 
the effect of our project on the economy of this 
province and he, too, sir, is available for the 
Commission and any counsel who may wish to question 
him, 

Thank you, Mr. Chairman. 


THE CHAIRMAN: Thank you very much, Mr. 
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Horton? 

MR, HORTON: Vesn) Sar. Before I commence 
to read the brief, Me , Chairman, may I say to you 
and the other members of the Commission how pleased 
we are to have this opportunity to present this sub- 
Mission’ this morning. i, say, vhet..on benaalf of my 
company and the companies that are associated with 
CALE. PLO. IEC, 

Introduction: The. oplenned.32/7 midiion 
dollar pipeline to transport natural gas 1,300 miles 
from Alberta, Etelds to. California. customers is 
unusual in whey history of lone distance natural 
gas pipelines in North America: 1) its principal 
Sponsors a. revaid Gistributor of naburad gas; 

2) the distributor has an existing market -- rather 
than merely a potential market which would require 
promotion or development; 3) the sponsor has con- 
tracted with the major public utilities operating in 
the area from which gas will be suppiied to give 
Such UtLiitlesetasc.ce lM on The cas purchased, tor 
the project, and 4) the sponsor is seeking only 

one thing -- an adequate supply based upon direct 
purchase from producers in the field and thence 
transported by the most economical and direct route 
to its market area. 

The sponsors seek no promotional profit 
by virtue of their controlling interest in the 


equity of the pipeline; they seek to acquire no 
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new market areas from the proposed pipeline con- 


struction; they seek no subsidy from government 

to finance the ne ae and finally they seek 

no subsidy Trom “producers, either in lower prices 

or in the form of a waiting period while the normal 
market build-up takes place at the outlet end of 

the pipeline. 


The Projecv. Sponsors: 


|} 


Pacific Gas and Electric Company (P.G. and 

EE.) which is by most standards the lar- 

gest privately owned gas and electric 

utility in the United States, with a 

| service area encompassing most of 
northern and central C.lifornia (the 
principal sponsor). 

ae Canadian Western Natural Gas Company 

Limited of Calgary (Canadian Western), 


and Northwestern Utilities, Limited of 


SO OE OE I 


Edmonton (Northwestern), the major gas 
Gistrrbucine woilitvies in the Province 
of Alberta. 

Sie Canadian Bechtel Limited of Toronto, 
and Bechtel’ Corporation of S n Francisco, 
international engineering and construc- 
tron, Oreanezacpons which specialize in 
long distance pipelines. They will provid 

engineering and construction management 


for the project. 
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Ne McLeod, Young, Weir & Comoany Limited and 
Dominion Securities Corporation Limited 
ot Toronto, and DAAC eel COG LAC BOL. 
san Francisco, leading investment bankers, 
Which will arrange for Tinancing of the 


project. 


aw The Montana Power Company, whose subsidiary 


Canadian-Montana Pipe Line Company, will 
purchase approximately 6-2/3% of the gas 
to be exported. 

Markets: There are two principal mar- 
kets ror wihe Sas In urhis projecs. Lhere.is the 
market in the Province of Albezta, which is served 
by Canadian Western and Northwestern, the gas 
requirements of woich are guaranteed by the agrece- 
ment between them and Alberta and Southern Gas Co. 
Ltd. (Alberta and Southern). (The advantages of 
this agreement are described at nage 20 of this 
submission). 

Second, there is the large northern and 
central California market served by P. G. and E. 
PG. and Be hes been distributing natural, gas 
Since 1929. At the present time it serves in 
excess of 1,500,000 gas customers. Its peak 
daily sendout during the current winter season 
was 1.76 billion cubic feet of gas. Growth trends 
in northern C.lifornia population and industry 


indicate that present requirements will increase 
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by an additional 450 milli n cubic feet per day by 
1961, with a continued growth of approximately 
100 million cubic feet per day each year thereafter. 

The rate of consumption of Canadian gas 
in C.1lifornia will not be subject to sharp seasonal 
fluctuations as in the local Canadian market. This 
relatively constant rate of consumption guarantees 
a, high, ise... 90 perecent lior*better, average annual 
load factor for the proposed Canada to California 
project. 

Culitfornhla is the most logical remaining 
market within economic reach of surplus Canadian 
natural gas. This becomes apparent when it is 
realized that the Trans-Canada and Westcoast 
systems will serve eastern ‘Canada, the Pacific 
Northwest and possibly the midwestern United States. 

Pe acer ANowee NOW MSU pies LTS <euistomers 
from California fields, and from El Paso Natural 
Gas Company which transports gas from the southwest 
United States. In fact, roughly two-thirds of 
PiuG Sandvh. Vest togalweas=supoly comes Lrom 21 
Paso. El Paso's system is the only out-of-state 
system serving the California market. 

P. G. and E. considers it most important 
that an additional gas supply be provided for 
California from a new source, by means of a pipeline 
which is independent of its present principal ' 


supplier, 
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Schedule: Conditional upon obtaining 
necessary governmental permits and authorizations 
from the Alberta Oil ts Gas Conservation Board, 
the Board of Transport Commissioners, the Department 
of Trade and Commerce, the United States Federal 
Power “Commission and the California Public Utilities 
Commission, construction can start early in 1959, 
with completion scheduled for late 1960. An 
application by Alberta and Southern is now nonding 
before™the Alberta O11 and Gas Conservation Board. 

Route and Capacity: The pipeline will 
begin approximately 120 miles northwest of Edmonton 
in the Windfall area, following a southerly direc- 
TioOn alongs the: foothills. Before crossing the 
Rockies via Crowsnest Pass it will connect with 
the tap line to Montana. The transmission line 
will cross the international boundary near Kingsgate, 
British Columbia, run southwest through Idaho, 
Washington, Oregon and California and terminate 
at Antioch)( Calitormia. Over 1,300 miles will 
be spanned by the transmission line. 

Thirty-inch outside diameter pipe will 
be used from the Windfall area to Rimbey, Alberta. 
From Rimbey to Antioch, California, 36-inch outside 
diameter pipe will be used. The transmission 
line will have an initial design capacity of 420 
million cubic feet per day, while the capacity 


of the Montana tap line will be 30 million cubic 
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feet. The design of the pipeline will permit 
economic enlargement of the capacity, as may be 
justified by the Seiden ee gas, to over 800 million 
cubic feet per day merely by increasing compressor 
facilities. Utilization of such enlarged capacity 
would decrease the cost of gas transmission 
approximately 10¢ per 1,000 cubic feet. 

Just digressing from the brief a moment, 
there is a map in the frontispiece of the brief, Mr. 
Chairman, which shows, you might say, in birdseye 
form, the general route and the facilities which 
a fave just, described. 

THE CHAIRMAN: Pardon mes, Me.. Horton. 
That last sentence, "Utilization of such enlarged 
capacity would decrease the cost of gas transmis- 
sion approximately 10¢ per 1,000 cubic feet," is 
that for the whole of the distancea? 

Menon tONt Yes, sir. 

Tit echALRMANS..Over the pipeline? 

MR, HORTON: Neg vei. 

Capital Expenditure: 

Canadian Section $ 136,000,000 
United States Section $ 191,000,000 
Annual Operating Costs: 
Canadian Section 
(including purchase 
of gas) $ 46,600,000 


United States Section $ 29,200,000 
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Corporate Functions: 

Lay Alberta and Southern, a company incorporated 
under the Companies Act of the Province of 
Alberta, will be the purchaser of the 
natural gas in Alberta. 

ON The Alberta Gas Trunk Line Company Limited 
will own and operate the transmission 
facilities within Alberta through which 
the gas purchased by 4lberta and Southern 
will be transported from the various 
fields to a point in the vicinity of 
Coleman, Alberta. 

or The Montana Power Company through its 
subsidiary, Canadian-Montana Pipe Line 
Company, will receive approximately 30 
million cubic feet of the gas per day at 
the point of interconnection with the 
project in Alberta. 

4H, S & M Pipeline Limited (S & M), a company 
incorporated by Special Act of the Parlia- 
ment of Canada, will construct, own and 
operate the section of the pipeline ex- 
tending from Coleman to the international 
boundary. Alberta and Southern has 
entered into an agreement with S & M 
providing for the transportation of thec 


gas through this section of pipeline. 


————— Ds Pacific Gas Transmission Company (P.G.T.) 
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a company incorporated under the laws of 
the olave Ol talntormia, will construct, 
own and operate the section of pipeline 
extending from the international boundary 
to the Oregon-California border, Alberva 
and Southern has entered into an apree- 
meny forrtne sare or the eas to PG. ?. 

at the international boundary. 


eae foaQM 
ote: Aeon 


6. PYG. and = )-wilt eurchase “the 
P.G.". at the California-Oregon border, 
and will construct, own and operate the 
section of pipeline extending from that 


point to the ‘Antioch terminal. 
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Financing: 08 on mie) financing has been 
planned for three of the above named companies, 
aegis Gla enue, “preunm land S&M, The 
capital requirements of Alberta and Southern will 
Delinoninad? The Alberta Gas Trunk Line Company 
Limited will plan and arrange for its own financing. 

It is contemplated that both S & M and 
P.G.T, will have capital structures consisting of 
75% mortgage bonds and term bank loans and 25% 
equity capitalization. No securities will be 
issued to individuals for Services or for pro- 
motional activities. All securities will be 
issued against actual expenditures only. At the 
time of the public GOrrerine of the securities, the 
original investors will pay the same price as the 
public, less the actual underwriting commission 
and expenses. 

With respect to S & M, 49% of the common 
capital stock of this company, in addition: to 
mortgage bonds and bank loans, will be offered 
in the first instance to Canadian investors, with 
the balance of the stock being taken up by P.G.1T, 

With respect to Pacific Gas Transmission 
Company, P. G. and E, will own 50% of “the common 
stock of this company and 25% will be owned by 
the other original investors -- BIVes “CO. Lc. 
Canadian Bechtel Limited, Canadian Western, 


Northwestern and The Montana Power Company. The 
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remaining 25% of the stock will be offered to 
Canadian citizens through McLeod, Young, Weir & 
Company Limited and Dominion Securities Corporation 
Limited and to American citizens through Blyth & 
GOe 5 Cs 

The California portion of the pipeline 
will constitute a part of P. G@. and E,'s general 
construction program, and will be financed in 
accordance with its normal practice, 

In’ the opinion of McLeod, Young, Weir & 
Company Limited, Dominion Securities Corporation 
Lime and ObVUn i Co.., time,, ithe project, is 
financially feasible. 

Reserves and Contracts: Alberta and 
Southern has entered into firm contracts with 
producers which provide for a total daily delivery 
quantity of 491 million cubic feet of gas to be 
produced from the following fields. (The fields 
are listed in geographical order, running from 
north to south within the province). 

Me. Chairman, I would like, with your per- 
mission, to have Mr. Moulton identify on the large 
map behind me the general location of the fields 
ge. Tt "read “them and, also, Te think 1c might, beror 
interest to the Commission if I were to indicate 
some of the companies with whom we have contracted 
in those fields, se that you will have, 2 think, 2 


fairly good feeling of the producer support that 
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Paddle River: Honolulu Termessee Gas Transmission 
Cities Service 


Pembina: In that. field there are a large number 
of producers, some 70 in number, and I think it 
includes all of the major and minor producers in 
the Province of Alberta, 

MR. FRAWLEY: Are they all contracted 
CO and. 7 
MR, HORTON: No; Sir) there is something 
roughly over 80 per cent of the producers that are 
signed today and we would expect, in the normal 
course of events, the remainder will join with us 
before the project is in effect. 

Minnehilk-Buck Lake: The contract we have there 
is with Alida. 

Dick Lake, otherwise known as South Westerrose: 
California Standard, British American and Canadian 
Husky. 

Homegien-Rimbey: the contracts there, Shell, 
Texas Company and McColl-Frontenac. 

Crossfield: Shell, Tennessee Gas Transmission, 
Imperial O11, Siebens Minerals, Canadian Superior 


and Cities Service. 


sarcee: onedl. 
Pine Coulee: Texas Company and Bailey-Seiburne. 
Castle River: Texas Company. 


Waterton: Shed DOT Ts 
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Theres ayfootnotverat (thecend of this 
page with respect to Dick Lake: Daily delivery 
quantity assumed to be 100 million euble feet pending 
operator's Uécisionson sizemof processing yplant:: 

These commitments involve contracts with 
amajority of the major producers in southwestern 
and central western Alberta (see Schedule A attached). 
The contract obligations become effective after all 
regulatory permits are obtained. Term of the 
agreements is twenty-five years. Price to pro- 
ducers, for other than Pembina oil field gas, commence 
at 13-1/e¢ per thousand cubic feet, increases to 
14-1/2¢ on July 1, 1961, and escalates upward 
to t2iatin 1983; Provision is made for price re- 
opening in 1968 and every five years thereafter. 

In addition, Alberta and Southern has 
entered into option agreements under which the 
Company will be entitled to purchase additional 
gas developed from the holdings of Imperial Oil, 
Shell OlLlbvandyCaiifornia Standard, in the general 
area west of the fifth meridian and south of the 
Athabasca River. Option agreements have also 
been entered into with other companies covering 
the following specitrefields or areas: 


Whitecourt area (including Windfall 
and Pine Creek) 


Mr, Moultom is indicatine that on. the map. 


Virginia Hills and Alhambra holdings 
of Mobil (i2 
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Here the companies involved are Canadian Fina, Pan- 
American and Hudson's Bay. 

ALI OG the option commitments are for 
@ period of five, years .or more. They represent 
areas of considerable promise for future development. 
The extent of this development will be directly 
related to the creation of an export market. Under 
all of the option agreements (but not including the 
firm contracts referred to above) reserves total- 
ling 7,714 billion cubt:c feet could be dedicated 
to the project. 

With respect to the firm contracts, the 
companys consultant, Mew Radon a. Davie, has 
estimated the proven and probable reserves from the 
fields under firm contracts to total 4,799 billion 
cubic feet of which 3,849 billion are expected to 
be available to Alberta and Southern (see Schedule 
A attached). No attempt has been made to make 
reserve estimates applicable to the general option 
areas from Imperial O11, Shell O11 and California 
Standard referred to above, nor from the following 
fields covered by specific options: 

Virginia Hills 
Alhambra 
Beaver Creek 
However, reserve estimates have been made on 


the following fields or areas under option, 
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totalling 7Ol1 billion cubic feet: 
Olds 
Windfall 


Paigies ..Omcelk 


Py aa pinsLoy «Lon, Eocport : With respect 
to the reserves of the Province of Alberta, the 


Company's consultant on November 5, 1957, completed 


a report as of July 1, 1957, showing disposable re- 


serves -of 20.8 trillion cubic feet. Meny recent 


discoveries were not evaluated, however (including 
thetCentral Foothills area, Paddle River and others). 
Using the foregoing estimate, which is admittedly 
conservative, there is estimated disposable natural 
eae in the province ote csome. (15 trillion. cubic fees 
Imrercess lof provimereal requirements and authori zed 
export (see Schedule B attached). The company 
seeks to export 4.2 trillion cubic feet over a 
25-year period. 

Presumably present export authorizations 
to other provinces in Caneda are based upon present 
requirements or requirements as estimated at the 
time such export permits were originally obtained. 
Alberta and Southern recognizes the prospect of 
future growth in the demand for gas in Canada. A 
the same time recognition should also be given to the 


continuing trend of growth in proven reserves in 


the western provinces, and it is sound policy to 


J} 


—<—<—<———— project reserve increases over vne same time period 
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used to calculate market requirements. 

In other words, if the future market 
demand for gas in Canada is estimated by extrapolating 
the current market demand to 1970 or 1980, it logical- 
ly follows that similar recognition should be given 
to the rate of discovery of new gas reserves and 
its resulting effect during the same years. Indeed, 
the rate of discovery and additions to reserves 
in the future -- with the stimulus that will come 
from an additional high load factor export market 
outlet -- should be much higher than the rate of 
discovery that has to date been largely incidental 
DO ete #SCa rch here 70... 

if tl may depart Trom the submission, just 
briefly, Mr. Chairman, we think that the trend of 
new gas discoveries and the increase in net reserves 
is of very great importance and, actually, from the 
standpoint of our companies in launching this pro- 
ject, the trend over the last ten years is one of 
the most sienifieant things with respect.to the 
Paith “in che projec. I would say that ten or, 
even, five years ago, perhaps, the use of trends 
should have been approached with caution but, it 
seems to us today that we have reached the point 
here where they can be used with considerable relia- 
bility in our own calculations; that is, those that 
have been made for us by Mr. Davis and his firm 


and they are supported by figures that you have 
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received from the Conservation Board and others 
iit. cCavine GaeG Hurine the Jast ten years the trend 
of net increase is on the order of 1-3/1) Geiiiaon 


each year. 
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We think that the significance of that is 
very great, when you stop to think that 1 1/3 
trillion net Wiecdase in reserves each year laid 
down beside the present requirements and the present 
export authorizations is in excess of 1 trillion 
300 billion each year, and that even assuming that 
immediately the requirements of Trans-Canada were 
doubled overnight we would still be adding in excess 
of 1 trillion of net reserves each year. I mention 
that at this time not in an attempt to sermonize in 
any way, because that certainly would be presump- 
tious on our part as a guest of the Commission; but, 
I thought the Commission would be interested in the 
point of view that influenced our people in watching 
this project at this time and that trend of reserve 
accumulation, I would say, is number one in signifi- 
cance from the standpoint of our thinking. 

THE CHAIRMAN: I can assure you, Mr. 
Horton, you don't need to worry about sermonizing. 
The Commission needs all the assistance and advice 
it can get. 

MR, HORTON: Thank you. 

Actually all Canadian markets will benefit 
directly from the approval of our project: 

hi Presently authorized export projects offer 
no particular stimulus to exploration and 
development in the foothills belt. 


aun The western foothills belt is the area of 
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uentlt 


great promise. 

Ee If our project is‘ approved it is our 
judgment that the producers will take 
immediate steps to develop that area in 
such a way that there will be a material 
surplus over Alberta requirements and 
those of our project -- all to the benefit 
of Canadian markets. 

Economic Benefits: Stimulus to Explora- 
tion and Production: 

tee The project will provide the shortest con- 
nection to the largest established market 
within economic reach of surplus Alberta 
gas. 

rae The purchase of gas for the project makes 
available to the producers a net revenue 
which after deduction of royalty payments 
will be on the order of $20 million annually 

a3 Natural gas development resulting from 
commitments to the project will stimulate 
Alberta producers to expend millions of 
dollars to develop gas properties. This 
pattern can be repeated many times by 
producers large and small, but it will not 
occur without the prospect of an immediate 
market outlet of this scope. 


4, A large volume, high load factor project 


of this kind is essential to the efficient 
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production of the gas fields as compared 

to a smaller project or a project with 

a lower load PACUOT 

Benefits to Canada: A firm substantial 
export market will be required to provide the neces- 
sary stimulus to develop a healthy natural gas 
industry in Canada. This was substantiated by the 
report of the Gordon Commission. Such an export 
market would be completely assured by the Canada 
to California pro ject, 

Hu Harries and Associates of Edmonton have 
prepared a study for Alberta and Southern showing the 
major economic effects of the project on the Alberta 
economy. The approach used has been to estimate 
effects on the income of Albertans for the period 
1958-65, ignoring income already generated by well 
Iriling, eco sa anticipaciom of eventual export. 
Gross income effects have been related to specific 
sectors of the economy. Although the study is 
oriented in Alberta, it presents merely specific 
illustrations of benefits which would accrue in vary- 
ing degree throughout Canada. Obviously many of 
the products to be sold and consumed in Alberta, as 
a result of the economic stimulation provided by 
the project, will have to be obtained from other 
provinces of Canada. Similarly, much of the income 
earned by Albertans will be spent in other provinces. 


The results of the study may be summarised 
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as follows: 

ie The pipeline companies will spend $327 
million in construction of the pipeline, 
$96 million of it in Alberta and $38 
million in British Columbia. Producers 
will spend over $234 million to make gas 
available for export, during the period 
1958-65. 

a. Additional income generated within the 
province in the period will total $554.2 
motion. -Thie is equivalent to .o6l.6c 
per year for every man, woman and child 
now in the province, or to $228.22 per 
year for every family, for the nexb,. eight 
years. 

he Additional employment opportunities will 
be created by the project, both directly 
and indirectly, Aside from temporary jobs 
in construction of the line and plants, 
etc. there will be the following permanent 


increase in employment: 


Pipeline system LOG 
Producing companies 1,000 
Indirect 8,900 
10 , O00 

d. Retail sales will increase by a total 


of $304 million over the period, an 


average of $38 million per year. 
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5, Housing fbr péimatent employees and 
théir dependetits, an estimated total of 
30,000 persons; will require construction 
BF 73000 to 8,000 homes with an esti- 
mated value of $60 million to $70 million, 
excluding land: 

Ge Provincial government revenues from 
gas royalties alone will be in¢reased by 
$18.7 million over the 1958-65 period. 
This overlooks any receipts from sale of 
gas rights or taxes, and thus is a mini- 
mum estimate of benefits accruing to the 
provincial treasury. 

"ap The trunk collecting and transmission 
lines within Alberta will be built by The 
Alberta Gas Trunk Line Company Limited. 
Residents who hold many of the shares 
of this company will benefit as a result 
of the enlargéd scope of its operations, 
Additional specific benefits which such 

a project will confer on Canada may be summarized 
as follows: 

8. Annual net payments of a minimum of $23 
million flowing from the United States to 
Canada (remaining after adjusting for pay- 
ments from Canada to U.3s)) wild atd in 
correcting the balance of trade between 


the countries. 
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9. During construction of the pipeline 
system, 1,300 jobs will be provided in 
Canada for two construction seasons with 
& total payroll amounting to $12:5 
million. 

LOS The project will provide the Canadian 
public with an opportunity to partici- 
pate in the financing of a natural 
resource project consistent with the 
following conditions: 

a) The guaranteed market and high load 

factor makes the project readily attrac- 

tive to financing by private capital. 

b) No financial assistance will be 

sought from either the Government of 

Alberta or the Government of Canada. 

c) There will be no opportunity for 

the sponsors to purchase shares at a 

substantial discount below the offering 

market price. 

Benefits to Gas cone of Alberta: 
The sponsors of the project have recognized the 
primary importance of providing for the future re- 
quirements of the Province of Alberta. As pre- 
viously stated, an agreement has been entered into by 
Alberta and Southern and Canadian Western and North- 
western, which will have the following beneficial 


results: 
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A long-term gas supply is provided at 

an advantageous price. 

The Alberta Utilities will have first call 
on the gas which is purchased for the 
Projecc. 

There is a minimization of the necessity 
of large future expenditures on construc- 
tion of transmission facilities solely 
for local needs, 

Provision is made for standby facilities 
to supplement local systems on occasions 
of shut-down. 


Conclusion: The features which make this 


project desirable for Canada may be summarized as 


follows: 


ae 


The project makes available substantial 
quantities of additional gas for consumers 
within Alberta, and assures the people of 
Alberta that they will have complete pro- 
tection for their present and future gas 
requirements. 

The firm, guaranteed high load factor mar- 
ket makes the project readily financeable 
by private capital and provides an in- 
vestment opportunity for the Canadian 
public. 

The purchase price for gas offers a fair 


and compensatory return for this Canadian 
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resource, and substantial financial bene- 

fits to Canada, 

4; The project will provide immediate and 
pronounced economic benefits to Canada 

through the further development of a 

strong natural gas industry and the many 

allied industries. 
21h The principal ‘sponsor has no conflicts 
or commitments which would interfere with 

a planned increase in export consistent 

with the amount of gas available in Alberta, 

the willingness of the Provincial and 

Dominion Governments to permit its export 

and the growth of the California market. 

6. The project will stimulate exploration for 
natural gas with an expected result that 
additional proven reserves will be added 
to the energy resources of Canada. 

THE CHAIRMAN: Thank you very much indeed, 
Mr Horton: 

My, Pattlilo? 

Mit. -PALPELLO: Piso, Mr. Chatman) ot 
think we had better have all the witnesses sworn. 
---Whereupon the following witnesses 

were sworn, 

Mr, Lik, Horton 

Mr. James S. Moulton 

Mr. J. Milton Wege 


Mr. K.C. Christensen 
Mr, Federick A. Hough 
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Mr, Duane PS Smith 
Dr. Hu Harries 


Mr. MacKIMMIE: Those are all the wit- 
nesses, Mrv Patti lio, 

MR) PATTILLO: Mr. Chairman, what I pro# 
pose to do, because of the number of persons here 
who are prepared to give evidence on this company 
and its proposal, is to deal with subject matters; 
in other words, I am proposing to start out with the 
proposed financial set-up of the company, and I will 
ask the witness who is going to deal with that to 
come forward. JI will examine, other counsel may do 


so, and then we will go to another subject matter. 
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MR. PATTILLO: Would you please put on 
the record who the witnesses are who will be 
answering the questions relating to financing? 

MR. MacKIMMIE: Mr. Christensen, Treasurer 
ofrPacitficc (Gas\iand bectric: <and. Me... Horton iwill have 
to supplement some of those for the Canadian par- 
CLELDATLON. 

Mie PAPE IOLOs «@ Then, ly wil aust direc: 
the questions and either one of you gentlemen can 
answer. 

Q. The first company EL would Tike to 
inquire about is the Alberta and Southern Company 
itself. Would you please outline what the proposed 
corporate structure of that company is? 

MR. HORTON: Alberta and Southern, it- 
self, Mr. Pattillo, will be a wholly-owned subsidiary 
of, Pacific, Gas and Electric Company, and such capital 
requirements as it may have, as I have stated in 
the brief, we. expect to) be nominal. It will not 
own any facilities of any particular consequence 
and, therefore, we do not contemplate the necessity 
of financing. 

Q. That company will be a wholly-owned 
subsidiaryior Te Gide: Eve 

MAS HORTON: . Thatiais, correct. 

The next one I want to ask about is 
S. & M. Pipeline Limited. Would you please explain 


the proposed corporate structure of that company? 
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MR. HORTON: You are speaking of the 
ownership of the equity stock? 

MR. PATTILLO: Well, I jant to have 
some idea as to how much of the assets it is pro- 
poked this company have, and also the ownership of 
the equity stock. 

MR. CHRISTENSEN: ECan answer that, Sir: 
The capitalization or tne S&S. & Mo Pipeline is 25,000 
shares of preferred stock, $50 par value --- 

MR. FRAWLEY: Not too fast, please. 

MR. CHRISTENSEN: --- and 1 million shares 
of no par common stock. 

It is estimated that the initial facili- 
ties to be constructed by this company will have a 
cost of about $38 million and we propose to finance 
that in the following manner: FS vOew "Censor 
about $28.6 million mortgage bonds and term bank 
loans and therbalance of about $9°1/2 million equity 
capitalization, common stock equity. 

As to the plans for the ownership of the 
equity, it is proposed that Pacific Gas Transmission 
Company, which Mr. Horton has referred to, will own 
51 per cent of the outstanding capital stock of the 
company. The balance, or an amount of 49 per cent, 
will be offered, first, to Canadian investors 
through the firm of McLeod, Young, Weir & Company 
and the Dominion Securities Company Limited. 


Incidentally, I might add that all of the 
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so-called debt capital of the company can be offered 
in Canada to the extent that there is a market for 


he 


Q. Now, when you are speaking about 
ne eoultryeapi tal ~oenditne holding: ofsFreGtt &eBes 
are you talking about’ preferred stock as well as 
the no par? 

MR. CHRISTENSEN: I should have made 
that clear. While the authorized capitalization 


provides for preferred stock, we have no present 


intention of issuing any preferred stock in connec- 


tion with the initialiproject. The capitalization 
will consist solely of debt securities and common 
stock. 


Q. What is it proposed that S. & M. 


Pipeline Company own? Where will its termini be? 


Mb HORPON: . On the’ faciiid ties, of British 
Columbia, taking gas at the boundary between Alberta 
and: Butts ine ties firseinstance,irommhe:tacidaaiies 
of the trunk line, and running a line through 
British Columbia through the Crowsnest Pass area 
and then terminating at the international border, 
where it will connect with the facilities of Pacific 
Gas Transmission Company. 

Q. Thank you. The next company I wish 


to inquire about is the Pacific Gas Transmission 


Company. Will you please tell us what it is pro- 


posed that this company own in the way of assets and 
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what its proposed capital structure is? 

MR. CHRISTENSEN: The function of Pacific 
Gas Transmission Company is, as Mr. Horton, I 
believe, has indicated generally, to transport the 
gas from the international boundary near Kingsgate 
tO a point on the California-Oregon border near 
Klamath Falls. 

Tae esuimeted initial cost of the facili- 
ties of the company is approximately $123 ge) 
miition. 

Again,: the ultimate capitalization pro- 
posed is 75 per cent debt mortgage bonds and term 
bank loans and J25 per ucent couivy capitalization: 
In amount, there would be approximately $92.6 
million of debt securities and $30.9 million equity 
Securi tiles. 

in the case of Pacific Gas Transmission, 
we do contemplate an amount of preferred stock 
as 2 part of the 25 per cent equity capitalization. 

The ultimate capitalization, then, more 
precisely, would be 75 per cent mortgage bonds 
and term bank loans; 8 per cent preferred stock 
and 17 per cent common stock equity. 

ha Now, would you please tell us, first, 
in connection with the mortgage debt, is it proposed 
that any portion of that be offered to the invest- 
ing publicvinWanadar 2and.-.f 1so.,.now much? 


MR. CHRISTENSEN: Yes, it is contemplated 
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that, through McLeod, Young, Weir & Company and 


Dominion Securities and their co-investment banking 
sponsor; Blyth & Company, that all of those securi- 
ties can be made available to Canadian investors. 

I might point out, however, that that is the type 

of security that is normally taken by institutional 
rather than by individual investors. 

THE CHAIRMAN: We have those, too. 

MR.» CHRISTENSEN: © Yes, sir. 

MR. FRAWLEY: Shades of the Trans-Canada. 

MR. PATTILLO: Q. Is it contemplated 
that Blyth & Company, who are your United States 
financial Vadvrusorsvand “brokers, are’ going tO. ~go to 
investors and investing houses in the United States 
and seek to place this debt financing, and, at the 
Same time, are McLeod, Young, Weir & Dominion 
Securities going to be trying to do the same thing 
ineCanaday erds there going to be, in the first, 
an arbitrary-diVisron and you “will say, "We are 
going to get one-third of what we need in Canada 
and two-thirds in the United States"? 

Mr? CHRISTENSEN: °No>» Sir, no arbitrary 
division is contemplated. We would like to see as 
much as possible of those securities placed with 
Canadian industry. 

Q. Are you first going to see how much 
you can get in the Canadian market before you go 


to the United States? 
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MR, CHRISTENSEN: I would think that 
would be the plan of the investment bankers, that 
they would have to seek out the market and deter- 
mine what market they could get in Canada and, 

I presume, after that, determine that the balance 
hee be placed in the United States market. 

Q. Because it 18 not clear from your 
brief whether you did contemplate that priority 
Or nous DUG you say that 1s the idea? 

Min CHa tormlouns Yes) "sir. 

Q. Now, what about these preferred 
shares? HOW are bhiey @0ine To ber issued and are 
they going” to De simultaneously issued? I presume 
they would be simultaneously Issued im the United 
stvaves and Canade. “IS there to be some arbitrary 
division as to how much or what percentage will be 
offered to the Canadian public and, if so, what 
is 10? 

MR. CHRISTENSEN: There will be no arbi- 
trary division. It is hoped that Canadian investors 
will take the maximum amount of equity securities 
WLUNiN Chel clestre and wisn. 


Q. 


UY 


What IT have difficulty in following 
in that, though 2s this: "this will be err aneriean 
corporation and, unless there is some arbitrary 
division of how Much is first gomne to pe offered 
through the Canadian underwriters and how much is 


to be offered through the American underwriters, 
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I think we would probably find that the Canadians 
would not get very much, 

MR. CHRISTENSEN: Weld) “Lpscan,. pe 
arranged that they would, the Canadian investor 
would have the right of first refusal so that 
they would have every opportunity to get whatever 
amount of securities they desire. 

Q. Right. ‘Now, coming to the equity in 
this company, is this the company in which it is 
proposed that the Alberta utilities and others 
nave a share interesc? 

MR, CHRISTENSEN: Yes, sir. 

Q. What are the percentages it is pro- 
posed be offered to these various companies and 
what are the names of the companies? 

MR. HORTON: I would like to answer that, 
Meee vik Lo. 

Q. Thank you. 

MR. HORTON: Of the 25 per cent thav is 
referred to in the brief, 9 per cent goes to Canadian 
Bechtel, 7 per cent to Blyth & Company, 7 per cent 
to the two Alberta utilities and 2 per cent to 
Montana Power. I hope that makes 25. 

Q. As I understand it, these people will 
be required to pay the same monies as any member of 


the company will be required to pay on the day the 


shares are offered to the public, is that it? 


MR. HORTON: Less underwriting discount 
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and commission. 

Q. These persons you have just named 
will not be required to pay any underwriting costs? 

MR. HORTON: No, sir, because there is 
no expenceof underwriting in making those sales. 

You are talking about the time when the 
stock 16 seid tTovthe general publie? 

Q. Mieteds.so. Now, again, as 1 tolvow 
the proposal regarding this common stock, 25 per 
cent will be offered to both people in Canada and 
in the United Staves? 

MR. HORTON: Thaw Us correc uy, 

MR, CHRISTENSEN: ThaveLs «correct. 

Q. And has there been any consideration 
given co how thay will be accomplished; whether 
there Will be envy arbitrary allocation to the 
Canadian market or not? 

MR. CHRISTENSEN: NO, Sirs there will be 
no arbitrary allocation. Canadian investors will 
be given the right of first refusal. 

MR. HORTON: igi a) dbl Leo bearer 
statement than we had in the brief, Mr. Pattillo, 
bul thar is our ancention. 

THE CHAIRMAN: And at the same price? 

MR. HORTON: Ves, Sit. 

MR. CHRISTENSEN: Yes, sir. 

MR cbr? EO s Q. Now, Mr. Horton, would 


you just explain to me whether I have the right 
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concept of this whole scheme? Alberta and Southern 
will be a company purchasing gas from producers in 

the Province of Alberta and then it will cause its 

gas to be transported over the grid of the Alberta 

trunk to. the line or the S. & M. Pipe, and over 


the line of S. & M. Pipe to the international 


HOPrder 7 

MR. HORTON: Viet LSrcorPec ey. 

Q. At which point it sells the gas, 
does 10? 

Mi eHORPONS Yess. Six. 

Q. And then to whom does it sell the 
gas? 

MR, HORTON: To Pacific Gas Transmission 
Company. 


Q. So that Pacific Gas Transmission be- 
comes both a transporting company and the owner of 
the gas and, from there on, it transports its own 
gas rather than somebody else's? 

MR. HORTON: . In that sense, yes, 20. wild 
be transporting its own gas only. 

Q. To the border of California? 

Mie SHORTON: (Correct. 

Q. Where it sells the gas to P. G. & H.? 

ME; FORTON:  That«as ‘correct. 

Q. And P.G. & E. will transport its 
own gas then over its proposed facilities into 
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MR. HORTON: That is a correct statement. 

Q. And I have correctly described the 
TUNCTLONS Of Gach Of the companies? 

MR. HORTON: Ween Sia 

Q. Now, you state, in your brief, that 
there will be no promotional profits granted to 
anybody by way of issuing shares at a discount or 
giving options to purchase shares below the market. 

Is that a correct statement? 

MiACUORLON — Leste Sir ip swe comrec ts 
statement. 

Q. Is any opportunity being given to 
any of the producing companies with whom Alberta 
and Southern have made contracts to acquire any 
percentace of the Shares before they are oifered 
ion ohne oubd dae 

MR. HORTON: NO mesa 

Q. And the only people who will have 
any Opportunity GO acquire shares other than, the 
public in any of these companies we have been dis- 
cussing are the persons you have named? 

MR. HORTON: That: Ws Correes:. 

Mio ee LO. Thank you. Will you 
just wait? There may be other counsel who wish 


to ask you questions. 
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BY MR. FRAWLEY: 
Q. Would you give me the percentages 
again of the 25 per cent that is being offered to 


the three or four companies? You say 7 per cent 


bo tne Alberta utilities ? 

MR. HORTON: MES 5. use. 

Q. 7 per cent to Blyth & Company, and 
what are the others? 

ME SHOnLON: 9 per cent to Canadian Bechtel. 

Q. Yes? 

MR. HORTON: And 2 per cent to Montana 
LOVGI.. 

Q. 2 per cent to Montana Power? 

MR. HORTON: Yes, sir, 

Q. And that makes 25. Now, why are you 
giving Blyth & Company an opportunity of buying 7 
per cent of the common stock? 

MR. HORTON: When we first conceived 
this project, we recognized that we had not been 
in the business of large-scale pipeline projects 
theretofore and we wanted to get the best advice 
and counsel that could be obtained with respect to 
those parts of the project that were quite important. 
Financing was one; engineering and construction was 
another, so we went to the people that we thought 
were expert in that field, and Blyth & Company 
have been giving us financial advice and counsel 


now on this project for some two years and more at 
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their own risk and their cost and they were, in 
CSsecence, a.tOcLcalL partner and sponsor, from she 
beginning, 

Q. Well, did they give you this advice 
knowing or having contracted with you to give them 
7 per cent of the common stock when it went on 
the market? 

MR. HORTON: As. a matter of fact;,. am 
glad you asked that question, because none of the 
people to whom we have offered this participation 
have come to us and asked for it. There have 
been no strings on it. We have been the moving 
spirit and made the decisions ourselves and we have 
never had anything in writing with any of them 
during this two-year period when we were putting 
the project together. 

The most they have known, speaking par- 
ticularly of Blyth & Company -- and it would apply 
to the others -- is that some place along the line 
we wanted them to be a participant with us in this 
thing, financially, because we regarded them as 
partners. 

Q. Well, they are only partners -- what 
they raid etheyidid, in thescounse ofsthel riprores- 
Sional work? 

MR. HORTON: No, there is something more 
to tuthan that. Mro’ Frawley. Wevare involved tin 


pre-operational expenditures that have been accruing 


| ro 


sp galas eee itaae™ cea 1461 
NOW LOr some. two years, ii "vuhe project did not 
succeed, that money and those expenditures go 
down Tae Orai, 

NOWs0e Dare OF this whole thimesics that 
these pre-operational costs are being shared at 
this time, in those percentages, by the original 
participants. 

Q. You mean that if they go down the 
Grain they go dowar PG... "Ss drain; but you say that 
Some of it would go down Blyth & Company's drain? 

Mie GHORLON. That a5 correcs. 

Q. Canadian Bechtel is just the Canadian 
subsidiary of Bechtel International? 

Un! HORTON: LD thank that 1s cso. 

Q. SDOy wove ll Gntents “and: purposes it 
is an American enterprise? 

MR. HORTON: Well, it is an international 
enterprise. 

Q. Montana Power is an American enter- 
prise? 

MAY FOR TON: Yes. 

Q. Tam putting to yous== and vhis, 

of course, Mr. Horton, is not something that you 
do not know about -- there was a great deal of 

talk last summer, a year ago, in Parliament about 

excesSive American participation in the exploration 
of Canadian gas. That is putting 1t in very broad 


language, but you are aware of that? 
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MR. HORTON: WeSin a0. 

A. And I think now is the time to examine 
ourselves very carefully to see if we can do some- 
Loine co. keep the control and the: opportunity to 
invest -- that is really what I mean -- in Canadian 
hands, and so I am looking pretty closely at that 
7 per cent of your common stock to Blyth & Company, 
9 per cent to Canadian Bechtel and 2 per cent to 
Montana Power, and that adds up to 18 per cent, 
and. L just, Wonder iioit Ls necessary. Of course, 
ican subject you to the same criticism that you 
Navewaslov Ol United Staves  pavuLci pation wirtne 
exportation of Alberta gas. I can only leave it with 
you and suggest those are some of the things that 
are going through my mind, all consistent with 
what I have declared here to be the objective of 
the Alberta Government, namely, gas exploration. 

Now, when it becomes a matter of 25 per 
cent to the United States public or whatever it was, 
thav. could be morveuir syow had not agreed=to give 
25 per cent to these corporations; but, anyway, 
you are giving 25 per cent to the United States and 
Canadian public and we have here, this morning, 
for the first time, heard that you will give first 
refusal of the whole 25 per cent to investors in 
Canada. 

MR HOR TOM Thaitved Ss: -correct. 


Q. Now, that becomes important when you 
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present your scheme to the Canadian Board of 
Transport Commissioners, does it not? 

MR. HORTON: Ol, La WOW Ld “CAL so. 

Q. Lie nou unimportant here, bug it 
becomes of practical importance when you go and 
lay your scheme before that Board. 

Now, do I understand there will be defin- 
ely, in Chav Scheme, this, farst refusal you nave 
told us about this morning? 

MAA sHORIPON's Ves, Ghat LS: Our Anvene lon: 

I would like to say this, Mr. Frawley, 
ano i am sure you heave 2b in mind, that: all of 
the facilities in Alberta are to be constructed 
and financed by the Alberta Gas Trunk Line Company. 

Q. Well, Mr. Horton, that was exactly 
the next question I was going to ask you, and, in 
my perhaps limited understanding of this thing, 

I would be bold enough to think, in my own mind, 
that you didn't need Alberta and Southern at all, 
as you have Alberta Gas Trunk. Now, am I com- 
pletely wrong about that? 

MR. HORTON: E think you are, becaGgse 
someone has to purchase the gas. 

Q. Well, Alberta Trunk is an ordinary 
corporation, vested with all the powers that 
ordinary corporations have? 

MR. HORTON: I do not conceive that they 


eould occupy that function for us. 
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Q. Maybe you, don't, Mri Horton, but 
that is the only thing that Alberta and Southern 
are going to do; they are not going to transport 
atLoov of the.gas. [hey are going to buy the gas 
and immediarely sell it when it gets through the 
trunk line. 

MR. HORTON: I think you should understand 
Cur point Of ViewRon that, 

Q. That is very important. 

Vine HORTON: — Alberta and Souchern is .our 
direct contact with the producers. 

Q. That is right. Well, then I was say- 
Ine, vas. you heard, its, only réal function is to. go 
to the producers and buy the gas. 

Now, what other important function has 
Alberta and Southern got? 

MR. HORTON: That is a very important 
furetLon', “Bo is 

Q. Indeed it is. That le mealiy Les 
raison, d'etre. sien -o? 

MR. HORTON: We think one of the virtues 
of the project, not only from our standpoint but 
From the standpoint of others, is, the fact: that 
we can deal directly with the producers. 

The transaction, in fact, between the 
retail distributor of gas and the producers them- 
selves, if you have to put Alberta Trunk Line or 


anyone else in that immediate position of a whole- 
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saler in any way that we do not have the opportunity 


to control it, then you deprive us and the project 


of one of its most outstanding features. 
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Q. I am only concerned, it does not 
matter how many companies you introduce as long 
as it does not add to the cost and you do not 
think, in your scheme, in creating Alberta and 
Southern, that the sole and only purpose, the real 
purpose, is going out and making gas purchases to 
add to the cost? 

MR. HOFTON: Twill not add to the cost. 

Q. I am interested, also, in the mort- 
gage bonds. Coming back to the criticism of other 
schemes to export Canadian gas, a good deal turned 
on the fact that the mortgage bonds of other pipe 
lines were first sold to large institutions like 
Metropolitan Life and I am glad to think that you 
say today you are going to make available all that 
can be made available, Mr. Christensen. OR. Bhat 
can be made available" -- a lot will depend on how 
you go about that? 

MR. CHRISTENSEN: They will be sold in 
the regular manner through public offering after having 
qualified under all the applicable security laws. 

Q. A lot would depend on how you go 
about offering it to the Canadian and American in- 
vestor. Are we to understand, again, in respect 
to the first mortgage bonds, the first refusal will 
be to the Canadian investor? 

MR. CHRISTENSEN: We would like to say, 


all that the Canadians desire to take of these 
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securities. 

Q. tL must not pursue it too far; I 
JUSo. Dub Lo co- yous are you going to really see to 
it that a reasonable opportunity for refusal by the 
Canadian investor is given? 

MR, CHRISTENSEN: We shall see to it, sir. 

Q. And the American investor will be 
held off, as it were, until the Canadian investors 
either take it or indicate to you they are not 
further interested? 

MR, CHRISTENSEN: That will be the size of 
LG, es, Six, 

Q. Because there is no doubt of it, 
apparently, a pipeline investment seems to have a 
great deal of attraction in this country. 

MR, CHRISTENSEN: I so understand. 

Q. We do not need to advertise any by 
putting their names on this record, Now, S and M, 
I do not want to -- I am perfectly serious in this 
question -- but it just happens that S and M was a 
special Act company that you ran across some place, 
Where I say a Special Act Company, a company incor- 
porated by a special Act of Parliament to operate 
a pipeline. S and M was such a company and you 
seem to have heard of them, It is not your creation. 

MR, CHRISTENSEN: NOG es aus. 

Q. S and M is a pipeline that was incor- 


porated some years ago, perhaps, for another purpose 
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by the Parliament of Canada and the charter was there 
with all its powers and you people acquired it? 

MR, CHRISTENSEN: And it has the powers 
that are broad enough for our purpose, 

Q. And whatever ownership it ever had 
has long since passed out and you people are the only 
sole owners of the S & M charter? 

MR, CHRISTENSEN: Theat Ls coprect, 

Q. And now you propose to finance that 
as you have indicated? 

MR. CHRISTENSEN: Yes, Sir. 

Q. Are you prepared to go before the 
Board of Transport Commissioners with your pipeline 


scheme for approval; and you will put into that scheme 


that there must be a first refusal by the Canadian 
investor, not only of your funded debt capital but 
of your equity capital? 

MR, CHRISTENSEN: We are prepared to do 
Oss Veos, -daides 

Q. Why is S and M necessary? Again, 
let me put the same question to you: why did you have 
to have this third company introduced to get Alberta 
gas down to Antioch? 

MR. HORTON: I understand, on advice of 
Canadian counsel, we should have an interprovincial 
company, I believe you call it, with those powers 
in order to carry gas across British Columbia, and 


Alberta trunk line, really --- 
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Q. Was it that it saved you going back 
to Parliament again for another Act Company? 

MR. HORTON: You asked me why we needed 
such a company and I attempted to answer that. 

Q. Perhaps I should ask you, while I 
am talking about the offer to the Canadian investors, 
would it be too presumptuous on my part to ask you 
why you feel that only 49 per cent of the common 
stock of Pacific Gas Transmission should be offered 
to the Canadian public? 

MR, HORTON: No. We’ considered atvone 
time, as acmatter of fact, making it exactly 50-50 
but there are tax considerations, according to our 
tax counsel, that would dictate the advisability of 
making it 51-49. 

Q. You see, Mr. Horton, this is a pretty 
important project as far as Pacific Gas and Electric 
Ls concermeéed, 

MRe CHORTON's TRoecdhleG DS, sere 

Q. Am I to understand, from what you 
say, that you are really going to supply Northern 
California, largely, through your Alberta Southern 
connections? 

MR. HORTON: No, At the time the project 
is completed, I would say, in the scope that we have 
presented this morning it would constitute about a 
fourth of our supply. 


Q. A fourth, just 25 per cent of the 


fe $i SEM. © 


Sree, 
‘ct n sae ¢ 
a6 Benn crant 


Re ef 


eer ey 
Rector. | on 
Pia . oe ¢ wah t 


1470 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


votal supply of: —, G.) and HE, 

MR. HORTON: . Yes, I am speaking in round 
numbers, but that is about eee 

Ox You also serve Southern California? 

MR. HORTON: Noz, Sad 

Q. rm GG. B00 E, 20. how far south? 

MR. HORTON: As far south as Bakersfield. 
The Southern California market is served by other com- 
panies, the Southern California Gas Company and the 
Southern Counties Gas Company. 

Q. You serve the whole of California 
north of Bakersfield? 

MR, HORTON: Speaking generally, yes -- 
SL OL Ge Centre and north. 

Q. All through the S.n Joaquin Valley 
and north? 

NR. HORTON: ie tS enc. 

Q. Do you expect, after you have com- 
pleted this arrangement, you will be taking 25 per 
cent of your supply requirements for this market from 
Alberta and El Paso? 

MR. HORTON: Half; and half from 
California produced gas. This is a rough approxi- 
mation. 

Q. Twenty-five per cent is a very 
respectable share of your supply for that market? 

MR. HORTON: Oh, indeed. 


O. T am wondering if you have, and I am 
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HOU DULLING the UucsUlon critically bur LT just wanted 
tO ask you, if "you have made the very best possible 
erLrory Go promove investment in your companies, that 
are interested in this by the people of Canada? 

Mie HORTON. "2 “think we have, Sim, and 2 
would like to say we have certainly done our best, 
trying to recognize “that there are other factors in- 
volved; No. 1, we want to set up these companies so 
tac we have control or them irom California to 
Vanage, £1Navrere enotner siory.. It 1s a very 
Mavertal perce Of tale Drojecer TO US, Tas dilsvingul shed 
from dealing with a pipeline company in between the 
two, which might have different interests from ours. 
SO, Lf YOU Start WLinm biat: proposition and then 
you recognize, secondly, that some participation must 
be "given to those interests that we have already 
described, that are participating originally as 
sponsors, and properly. in the project, then the 
stock that remains available for the public -- I 
contend the assurances we have given here this 
morning are a little different than the experience 
you have had to date in Canada in respect of these 
financing plans and I think we have really done 
very well. I am prejudiced, I admit. 

Q. Mr. Horton, I am moved to some extent 
by what you say on page 19: 

"The project will provide the 


"Canadian public with an opportunity 


ae pa wetiscuies 


he ok 
Pe a 
he eae ae Cy 


oe a Me i ‘etd 

ei ee ae: Pal ae eee emma ie 
oy - wd! s PERO cut iw GaeisOb mone Ve 
ae he te Perae) (aM 
: I nce 

iV ie fie ‘ teeny e ) 
ee (HavO MOT Ate atosih sate r el 4 
oh i if 
Be sb aay 

; LE 

hi | i eA a % & ¥ 
“ee J ma 

i ~ are A ‘im 

Uh YAS a | 3 fre 1 me) ; 
‘a i a : ae 
i ie 

9 b slr | ' i 

Ht 

‘Ae ve me vy Es hey EG hen Bas G «eae wide || ' 
s 7 . i 
tf rey so bans «cee “ieee ih, “ 
aS y Ve bn oie ’ 


re ces 


Seg Buieede id 


tee 


"t DS aT He Gn ei eaeee eat ba 
{B80 huevo Dt 


SREY 50 Vee voy 


ANGUS, STONEHOUSE & CO, LTD. 


TORONTO, ONTARIO 1472 


"to participate in the financing of 

"a natural pesource project consistent 

"with the following conditions," 

That is true and that is a very important aspect of 
the whole “enterprise and I am only putting it to 
you, I must not be presumptuous in telling you 
what is good for you, but I am suggesting that you 
should make the best possible effort to see that 
the Canadian public has the first possible oppor- 
tunity, You agree with me, I suppose? 

MR, HORTON: I certainly do and in the 
light of the other considerations I have mentioned, 
I think we have done that and I would like to, also, 
say this: the Canadian public has the opportunity, 


any day of the week, to invest in Pacific Gas and 


Electric Company. 

Q. And you say, at the market? 

MR. HORTON: Right. 

Q. There are not any ground-floor 
opportunities left in Pacific Gas and Electric? 

MR. HORTON: L don't think that there 
were, 

MR. CHRISTENSEN: The Canadian investors 
have long had participation in the securities of 
Pacific Gas and Electric, 

Q. The public in Canada is interested 
in gas and electric right now, more than it ever 


was. fs thay noc so, Mr, Horton? 


ny : ae pout oat ti 0 is 


te 


eae af c: 


cen SAN 
a3 eres 


ecard 


anys Fg Ve} 


) 
ANGUS, STONEHOUSE & CO. LTD. Us 
TORONTO, ONTARIO 


MR, HORTON: 1 vere Le That is8°.so, 

Q. If you were --- 

THE CHATRMAN: Before making a break for 
ten minutes, while it is in my mind, from a question 
Mr. Frawley put to Mr, Christensen, I understand 
that Pacific Coast Transmission Company is an 
Aikeri tam COrporabion,. 1s 1G nou? 


MR. HORTON: PASS 


THE CHAIRMAN: So it would be transporting 
gas south of the Canadian border to the Oregon and 
Colifornia porder? 

ME. JLORTON : UUgiakem sscharcik sean e 

THE CHAIRMAN: And you are offering a 
25 per cent interest in the equity and, in. effect, 
the first refusal and mortgage debt, the mortgage 
securities funded debt to Canadian shareholders 


but you may run into problems of United States 


currency, also, as this is an American corporation, 
may you not? 

MR. CHRISTENSEN: Yes, sir, 2 think that 
LS. CORRE CG 

THE CHAIRMAN: Lt think there are wsome 
problems here -- I am perfectly in agreement with 
the spirit in which Mr. Frawley approached the 
problem but, Lithink, 3% should .besput son the 
record that this is an American corporation and 
for various reasons and, I think, I know enough 


about legal background and things of that kind to 
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know that you would wish to have it as a controlled 
COrporavlon Lor your own convenlence, P.G. & BE. 
LS unal: Correct % | 

bev. HORTON] Yes, sir. 

THE CHAIRMAN: And you have gone very far 
Khere, this mornare, which 1s fine, bub it is an 


American corporation and it is tantamount to asking 


Mr. Kayser of El Paso for an opportunity to purchase 
in that company. 
MR. FRAWLEY: We should have asked him, 


THE CH’ IRMAN: We will now have a break, 


---A short recess. 


THE CHAIRMAN: Gentlemen, we shall now 
resume the hearing. Mr. Helman, I think you have 


some questions to ask. 


BY MR. HELMEN: 

Q. Has your company or any companies 
associated with your company any interest, directly 
oppandirectly,eineb li Paso; that is, the EL -hase 
Company? 

MR. CHRISTENSEN: No, sir, none whatsoever. 

Q. And in Pacific Northwest Pipeline? 

MR, CHRISTENSEN: None whatsoever. 


Q. Neither directly or indirectly? 
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MR. CHRISTENSEN: No, sir. 

Q. lL notice in this brief two of the 
sponsors are the local utility companies. How 
did they come to be interested in this matter? 

MR. HORTON: We first went to then, 

Mr. Helman, when we were attempting to put the 
project together. We recognized that the statu- 
tory policy of the Province was what it was, and 

we thought, number one, it would be important to 
implement that policy by working out, if possible, 
some kind of a sharing agreement on gas of the 

type that we did work out that you know about. I 
Should explain when we first conceived the project 
it was our hope and intention that we would actually 
engineer a contract to operate the pipeline facili- 
tlLes ian the Province of Alberta as part of -one 
integrated project, so to speak, and, as such, we 
felt it was logical that the Alberta utilities have 
an ownership participation in that Alberta pipe- 
line that would be part of our project because it 
was going to be used to handle their gas, number 
one, and number two, the line was going to be travel- 
ling right through their back yard, so to speak, 
and 10 Was, a@ctually, from cur pointcof view 
sensible that they have an ownership position in 
it, and we offered them an equity commitment in 

the project as a partner, and then there was the 


subsequent development, as you know, of the Trunk 
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Line. At the time they wanted to occupy that 
Pie1G, 80 we [usPi ited couryvcommitment by offering 
them the stock Ser eee described this morn- 
aye. 

Q. It was you that approached the local 
utilities companies? 

Mi HOnLON Ss hat cs. clene. 

Q. Not the other way around? 

MR. HORTON: Absolutely right. 

Q. Nor was there any officer or director 
of the local utility companies that first approached 
your company? 

Ma. ORTON: (Nos Sir? 

Q. Did you arrive at a price for that 
7 per cent participation of the local utility com- 
panies? 

MR. HORTON: No, it was never discussed. 

Q. Because there is a figure given in 
there that was given before the Conservation Board 
of what this 7 per cent was going to cost. 

Mai. HORTON: It must have been an estimate. 

Q. It was an estimate; do you know what 
that estimate was? 

MR. HORTON: I do not recall, but I would 
say it must have been an estimate because we do not 
know today what the price for the common stock will 
be, if it is going to be issued a year or two down 


the road. 
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Q. They did put a price in of slightly 
Over a inlitiow dollars... 232i my recollection is 
COPre ci, 

MR. HORTON: I suppose Mr. Christensen 
here can make some kind of calculation based on the 
assumption of the amount of common stock equity 
we will have in that company, if you will bear with 
us for a moment. 

MR. CHRISTENSEN: As I mentioned earlier, 
upon completion of the initial project contemplated 
by Pacific Gas Transmission, the equity capitalization 
would be about $30.9 million, which represents 25 
per cent of the estimated cost of that 25 per cent; 
8 per cent preferred stock, which leaves about 17 
per cent to be financed in the form of common stock 
Of. tne capital. wif you. take: ~ per cent .of the ,esi-= 
dual amount, it works out to something over $1 
MLE on. 

Q. L was.just trying to. get, roughly, the 
figure. My recollection is they gave figures of 
$1,200,000. I do not have the transcript in front 
of me, but I understand it was somewhere around 
$1,200,000. 

MR. WILLSON: Mr. Helman, as I remember, 
you pressed me for an answer, and I said I did not 
know what the amount would be, but I said it would 
be of the order of $1 million in each company. 


Q. That would be $2 million. 
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MR. WILLSON: Yes. 

Q. You understand that this investment 
is not part of “their utility structure? 

MR. HORTON: I do not think we are in a 
position to speak about that. 

Q. Did you ask them to ascertain it? 

MR. HORTON: No, 

Q. Did you near the evidence given at 
the Conservation Board? 

MR. HORTON: I was not there every day. 

Q. DEG you Near that. ‘part: of Lv? 

MR. HORTON: 1 cannot adopt Lt. mo (that 
is what you --- 

Q. If I told you they told me in the witness 
bOx io Was Ot part ol vwnav UtLlity part, then the 
net result of that investment in profits would go 
to Invernavicnaiyutrliivies, would 1t nov, Mr. 
Horton? 

MR. HORTON’ I do not know about that. 

Q. You do not know about that, either. 

MR. HORTON: “No. 

Q. With all your vast knowledge of the 
interrelation of these companies, you do not know 
that the International Utility industry practically 
has all of the stock in these two utility companies? 

THE CHAIRMAN: The witness is on oath and 
he can only testify to the facts within his know- 


ledge. 
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MR. HELMAN: Q. IT am gust asking if 
he has any knowledge about that? It has already 
been testified here by other witnesses, 

MR. MacKIMMIE: ig have no objee tanto 
my witnesses answering questions within their power, 
but I do think it is most unnecessary to ask Mr. 
Horton about utility companies in Alberta. Mr. Helman 
had the opportunity of examining the utility companies 
and, Ll submity..t-is unfair. 

THE CHAIRMAN: I was endeavouring, Mr. 
Helman, to-indicate what i thought: of “your point. 

MR. HELMAN: What I was trying to get at, 
Meiuiorton was trying to give the picture that this 
equity stock was going to be held by Canadians, and 
EL wanted to put to him that so far as the two 
ubLility companies yethab) wasinot! true, and, L submit, 
Ehatrirsnseovane tt Leiperfectly obvious that itis 
SO. 


MR CRATTIELO: wMreeHelman; Lodo nob want 


to get into a wrangle about that, but I do not 
think the statement that you are making is a cor- 
rect one at all. If you are two Canadian companies 
and acquiring shares, an equity, that is to say 
ownership of shares, and if that issue is owned by 
an American, it does not mean the American owns 


these shares. 


MR. HELMAN: But it means the profits 


arising from these shares will go to an American 
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concern. 

ME. “PAPPLLIO: Again, with great respect, 
I do not think that is correct. 

THE CH'IRMAN: There are Canadian share- 
holders of Canadian Western. I think Northwestern 
Utility is 9G per cent Canadian and Canadian Wes- 
tern, just last week, issued $4 million of preferred 
stock. 

MR. HELMAN: But that was preferred, not 
common shares. 

THE CHATRMAN: Then the profit on. this 
investment might help to pay off the preferred 
Stock. 

MR, HELMAN: that might be so, orm it might 
nov'ibe so. ‘The point.is this: that was not. part of 
their utilities investment, and the ratepayers for 
Pas in thewOriyecrt Caleary will get no) benefit. if 
money is made outevor Lt. 

THE CHAIRMAN: I understand your point, but 
I do not see how you can ask Mr. Horton, who is 
a vice-president of Pacific of Gas and Electric, 
to testify what is or what is not part of Canadian 
Western Gas Utility holdings. 

MR. HELMAN: I thought, perhaps, in his 
discussions with the officers of the company, that 
was made clear to him. 

Q. You did not hear anything about that 


position? 
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MR. HORTON: It would be hearsay. 


Q. If you heard it from an officer of 


the company, I do not think it would be hearsay. 
THE CHAIRMAN: That would not be within 
his knowledge. 
MR. HELMAN: The fact that the statement 


was made by him would be within his knowledge. 


Q. Was there any statement made to you 
about that? 

Min HORTONS DT have to say, as Lb said 
before, I do not know that I am qualified to answer 


as to the stock of the utility companies as between 


them and international utilities. Beyond that state- 
iment L cannot help you, 

Q. I observe that you say that the price 
Of UUhe Stock, Ebhis CouLty suock, 18 goings Bo be 
less underwriting costs. Have you any estimate of 


what these underwriting costs are going to be? 


MR. CHRISTENSEN ;: I have not, at the 


present time. You can be sure that underwriting 


commitments and commissions will be negotiated at 
armslength and will be commensurate with the ser- 
vices performed and the risk assumed by the under- 


writers. 


Q. I can understand that, but that does 
not give me any figure, at all. Have you recently 


investigated what underwriting costs are? 


————— MR. CHRISTENSEN: I try to keep generally 
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informed on that, but I could not state here, today, 
what the going rate might be for that type of 
offering one or two years hence. I just would 
not want to answer or assume that. 

Q. What would it be if it were offered 
at the present time? 

MA. CHRISTENSEN: I could not state that. 

Q. You cannot state that. So _ the net 
result is, we do not know what these underwriting 
GOStssarer Colne. cose: 

MR. CHRISTENSEN: No, @xcept you have 
my assurances we will make every endeavour to make 
them reasonable with the services performed and 
the risk assumed. 

Q. I think Westcoast tried to do the 
same but we saw some startling results the other 
day. Aside from this investment of the utility 
companies, is there any benefit applied directly or 
indirectly which any officer or director of these 
two companies is going to obtain from your associated 
company? 

MR. HORTON: No. I would say not, unless 
you want to include the directors! fees. 

Q. Do you mean the directors' fees in 
Alberta and Southern? 

MRs HORTON : Yes: 

Q. There is no position being given by 


way of executive position to any employee of these 
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two utility companies or directors? 

MR. HORTON: No. 

Q. There is no promise of that kind 
outstanding? 

MR. HORTON: No, none whatever. 

Q. And you do not anticipate any such 


thing will happen? 


MR. HORTON: No, Si, bmi Like ce 
hire one or two of them some place along the line. 

Q. Youomient Tike to? 

MR. HORTON: But I have no hopes or 


expectations. 


BY MR. FRAWLEY: 
Q. May I ask one more question? Mr. 
Christensen, you were good enough to indicate in 


an answer to Mr. Helman, by making a calculation, just 


what the / per cent stock interest might be worth, 


and you said it would work out to somewhere around 


$1 million, 
MR. CHRISTENSEN: I did not make a very 
precise calculation. If I had.a minute ‘or two, 7 


could give you what 7 per cent of that would be. 


Q. iL -dornot want: you to deo-that.. Lf 
that is approximately the figure. 


MR. CHRISTENSEN: dg 200,000. 
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Q. Mr. Willson interjected and said 
LG would be worth aimitlion doldars to each of 
tne companies, ‘hen L cannot but think the 7 
per cent stock interest was worth $2 million be- 
Cause whe ( per cent stock interest is going to 
the two companies, as I understand it. 

MR. CHRISTENSEN : Mate Le CORTeGu, LE 
I may make a precise calculation of what it would 
be, LE think that) would be best. 

Q. Would you like to do that and put 
ii i a LC Ube la cei 

MR. CHRISTENSEN: Ef you like, sir. 

Q. I do not know whether to assume the 
7 per cent is $1 or 82 million. 

MRG, BATTIMOOs: £ think we had: bettcr have 


the calculation which only takes a minute. 
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/p MR. CHRISTENSEN: Taking 7 per cent 
/2 


of the equity capitalization, Mr. Willson's 
fileure is ‘appromimately correct; it is around 
$2 million. 

MR. FRAWLEY: a -os [understand 2; 


the Alberta utilities will be given an opportunity 


to buy 7 per cent of the common stock for somewhere 
in the neighbourhood of $2 million? 

MR. CHRISTENSEN: Common and preferred, 
if they wish to maintain a position in the prefer- 


red as well as the common. 


Q. Does the ( per cent stock anterest 


include ansinteresi im fhe preferred voo? 

MR. CHRISTENSEN: That is the total equity 
capitalization. 

Q. And the same thing would apply to 
Canadian Bechtel, except a little bit better; they 
would have an opportunity to buy 9 per cent? 

MRe* CHRISTENSEN: “That is correct. 


Q. Which would put it up something more. 


Blyth & Company will have the same opportunity as 
| to 7 per cent, and Montana Power the same opportunity 


as to 2 per cent? 


MR. CHRISTENSEN: MOS, MSLI, 


Q. The Gmportance of that, of course, 15 
that those companies are taking that in the hope 


that there will be an opportunity to dispose of it 


ata higher figure? 
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MR. CHRISTENSEN: think that all cof wus 
nope that 1c will be a good investment. 

Q. Mists PLeny, 

MR. CERLOTENSEN: Yes, sir. 

Q. Well, 2f iecould buy this -=- which 
is certainly getting down from something very big 
to something very little -- if I bought shares of 
LG, (20 1S probable that Lowould. buy it -toxssee 1% 
appreciate in the market and sell it? 

MR. CHRISTENSEN: Well, we buy for two 
purposes: one, to receive income, and sometimes 
Tor capital gain. 

Q. Yes, the capital gain is never absent 
from the investor in buying stock of this kind? 

MR. CHRISTENSEN: I think they all hope 
Por capital: sain, 

Q. Looking at at least that side of it, 
we can see Canadian Bechtel buying this stock on 
this base price such as you have given it to us, and 
it: could be figured out at so much per share -——- of 
course, with the calculation, did you work it out 
at so much a share? 

MR. CHRISTENSEN : ING s SeaReS 

Q. Well, they will have an opportunity, 
perhaps, if it should double -- taking a very rough 
figure of doubling -- that they could make a capital 
gain of more than $2 million, in the case of Canadian 


Bechtel? 
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MR. CHRISTENSEN: Sir, I cannot speak 
for the partners, as to what ultimate disposition 
they may make of the stock, or if, indeed, there 
Wik Dee Gapiral, ain. 

Q. Ghgcras -Ouacve right. -L. am only say-= 
ang, if they, Dought 20 for its capital pain, possi- 
bilities and realized on the capital gain, they 
could conceivably make over $2 million, in the case 
of Canadian Bechtel? 

MR. CHRISTENSEN: I can't quarrel with the 
arithmetic, 

Q. Well, it is just arithmetic at the 
moment. It could be turned into real dollars -- 
Of COULPSeC Ne ren Vermo permit. yet... in- mhevcase” of 
Blyth & Company it could be $2 million of capital 
gain? 

MR. CHRISTENSEN: Well, again I cannot 
quarrel with your erithmetic, if that eventuated. 

Q. You can't quarrel with my conclusion 
if those events took place. 

MR. MacKIMMIE: Two and two are four, we 
agree. 

MR. FRAWLEY: In Nova Scotia as well “as in 
Alberta. 

Q. Well, anyway, there are some possibili- 
ties of some capital gains along the line thanks to 
you bringing in these people whom you call partners? 


MR. CHRISTENSEN: They are partners, and 
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we want and need them, 

Q. Let us not get. into too much of a 
discussion about the nenne of the word "partner", 
but to what extent is Canadian Bechtel a partner 
in this scheme -- a partner? 

THE CHATRMAN: i-tnink.) thateiS a; fine 
legal distinction. The witness is under oath and 
he is not a lawyer. 

MR. FRAWLEY: nat. £8 rPiencs and. Me. 
MacKimmie has not been sworn. 

MR. MacKIMMIE: You and I could discuss 
that later, Mr. Frawley. 

MR. FRAWLEY: Well, I have come off second 


best. Thank you very much. 


BY MR. MacKIMMIE: 

Q. Mr. Christensen, I don't want that 
halo to get too big. In answering Mr. Frawley wich 
reference to Canadian participation in the mortgage 
ponds, 1 would like wou to, say. sir, ds, at normal 
that bongs are issued co individuals. ina, project of 
this size? 

MR. CHRISTENSEN : No, sir. In, a. project 
of this character, in the United States -- and I be- 
lieve it 1s also. true tm Canada, to the bes hvotsmy 


knowledge and understanding -- the mortgage bonds are 
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normally privately placed with institutional in- 
vestors, The reason for that is that there isn't, 
generally, any individual investor interest in 
pectin bvuilcs Cli wnab. type, and it is, therefore, 
normally the most economic and most expeditious 
way of selling pipeline bonds -- to place them 
privately with institutional investors. When I 
say ‘institutional invéstors" I have, of course, in 
mind insurance companies, savings banks, and so 
forth; just like we have institutional investors 
here in Canada-in ihe ponds of Pacific Gas and 
Hileeprirc Company and) in Tts stock. iv was that 
bype. OL marke: LT was primarily referring To. 

Q. Are you prepared to say this, that 
Within the ability of these bonds to be marketed 
to Canadian investment houses, that this company 
will encourage Canadian investment brokers to take 
as much of the bonds as we can? 

MR. CHRISTENSEN: We will endeavour to 
do the best we can, at the time the securities are 
sold, (in Lhetudirection. 

MR. FRAWLEY: After all, thie 1s net<a 
plece of litigation, but with all respect, Mr. 
Christensen said, in my recollection, a little more 
than, that to me.)) He said’ hé would give the first 
refusal of the first mortgage bonds to the people of 
Canada, be they institutions or private investors. 


We are dealing with highly reputable people, and I 
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would not want any other impression to be taken 

from what I am sayirg -- highly reputable and very 
welGome @uests Prom the State of California, ‘put 

I think there is a difference between saying, "We 

will do the best we can", and saying firmly, "We 

Will give the first refusal to Canadian institutions." 
You will recall the Chairman indicated we have 
institutions in Canada also, and I am putting it 

to you whether you will go before the Board of 
Transport Commissioners -- because that is where I 


have seen it to look at it -- and there will be 


included in the scheme a firm first refusal given 
to Canadian investors and institutions with respect 
tO the £ipst mortgage bonds of Pacific Gas Trans- 
MLSSLOn and S.°&.M. Pipeline. That is what I want 
LO Nave Clear ei my nin. 

THE CHATRMAN: I think, Mr. Frawley, when 
that question arose before the break, I wasn't 
quite sure that you were aware or had realized when 


you spoke of this that it will be an American com- 


pany. 
MR. FRAWLEY: Yes. 
THE CHAIRMAN: And that there will be, as 


I See it, United States dollar expenditures down 


there, and Canadian dollar expenditures up here. 
MR. FRAWLEY: Yes. 
THE CHAIRMAN: So, how far you wish these 


people, who have not anticipated this question and 
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who are under oath, to give a firm undertaking -- 
I think you are hitting them pretty quickly. 

MR. FRAWLEY: Well, Mr. Chairman, perhaps 
in view of what you say I should make my position 
clear. I may sound as if I am telling these people 
What they should do tor their own ood, but I am 
very conscious of what happened here in this 
country twelve months ago about the very thing we 
are discussing, and I simply want to make it clear, 
and even though it happens to be -- and maybe 
necessarily is -- an American COPDOra Gon. Ly as 
only a circumstance that it is an American corpora- 
TLON. This ds, lo regard, the export of Alberta's 
natural gas. The mechanics of it require that an 
American corporation be set up to carry the gas 
from the British Columbia/American border to Antioch, 
California. weroutnere 10 25 delivered to P..G. &% EB. 
However, because that happens to be the American 
corporation, it Should now mean they will throw 
up their hands and say, "We would like to offer this 
to Canadian investors, but, being an American cor- 
poration, and the difficulties which surround the 
offering in Canada of American securities, we may 
not be able to do that at all’. 

Let me ask you this question: would it 
be quite impossible for you to transmit that gas 
from the B.C./U.S. border to Antioch, California, 


through the instrumenpalicy of a Canadian corporation, 


i 


ta 


4p anki ab tints “ae 4 


Sy atk | 
aes Tea 
aly 


Eger 


pe 


PEL: be nese ume: 
sing AL tse vn rt tthe 
| ey 


q 


be. eats 


ego asys ba. 


iv; 


iid ; fron 


wotaiet ted 
A . ho oy f 

we yad ivanell , 
ee A ; F : 


! ah & “t hind 


np dant aw 


bea hdegen | etal lee 


ANGUS, STONEHOUSE & CO, LTD. 1492 
TORONTO, ONTARIO 


properly licensed and registered in the United 
States? 

MR, CHRISTENSEN: I am not an attorney, 
but I would think it would be virtually impossible. 

MR. FRAWLEY: I will take it that means 
you must have an American corporation to peform 
Gis LUNGtLOM Of iearryi ne. our cas. to California. 

I want to know as well as you can tell me -- and 
Lieve @an th teli-me today, - would like to -know 
later -- what are the insurmountable difficulties 
of doing what I suggest you should do -- to give 
the Canadian people first .refusal. of the debt 
Canltal Ofgb. Gy. beansmassio0n? 

Lp pheave 2 p.with you. there, ands don't 
think I can pursue. it any further.in the light.of 
what the Chairman has said. 

THE CHAIRMAN: Oh now, don't blame me. 

LT am as much in favour of the Canadian getting the 
Lirst refusal of abl these securplties.as. you ane, 
but I think we should give these gentlemen time 

to commit themselves on a matter of that kind. 

MR. FRAWLEY: Far from blaming you, sir, 
I am very much obliged to you, that you know so 
much more about these matters than I do, and I am 
exceedingly glad you interjected and said what you 
said, which gave me an opportunity to pursue it 
as I have now pursued it. 


THE CHAIRMAN: Thank you for that comment. 
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MR PAPTTELLOs I think that is all, unless 


the Commission has any questions. 


THE CHALRMANs, - don't know about the 
other Commissioners, but I have one or two questions 


Dh wold tke tO ask. We left out this Jittle 


orphan -- the Montana Power Company, with a 2 per 
cent interest: Is that an American company? 

MR. HORTON: Yes, that is an American com- 
pany. 

THE CHAIRMAN: Is that a company that now 
receives gas at the border to supply --- 

MR. HORTON: That is my understanding, yes. 

THE CHATRMAN: Would you mind explaining 
to us how they happen to come into this? 

Mie HORTON: Yes, indeed. The explanation 
Ls mot too dissimilar from that which I gave with 


respect to Alberrva wtilities insofar as the reason 


for helt Larne tpal are Ch parion is concerned, To 
go back, when we first conceived the project and 
Started talking to producers, it was made known to 


us that Montana Power wanted additional gas if 


possible from Alberta, and they came to us and 
asked if we could make some small quantity from 


our total project available to them. As stated in 


the brief, we subsequently did agree to sell about 
6 2/3 per ent of our initial project, or, 30 mitlion 


feet a day to Montana. We did so at the time with 


the idea in mind that it would be difficult for us 
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tO JUStIfYy @ dUpitcavion of facilities in the 

same ger.eral area, and it just seemed to make sense 
from the standpoint of “our total project since we 
were going fairly close to what would be the normal 
point of take-off tor them. 

Originally I said we conceived and hoped 
that we would own whe pipeline facilities in Alberta, 
but it didn't work out'that way. It was one of the 
things on the drawing boards. In those days Manitoba 
said, "We are going to buy 30 million feet a day 
and we would like an ownership position in those 
faciitvies vhav, if part, are Boing to serve our 
needs." That made some sense to us, and we said, 
Ulvere GOO carly to work OUs Darticivavion,,) aid sc 
on, but you will have participation.’ When Trunk 


tine. oCcupiea they field we felt we had made 2 


ment, and we offered them this participation in 
the remainder of the project. 

That is 4 rather long answer, but it is 
understandable you would inquire why they have a 
2 per cent position in Pacific Gas Transmission, 


| commitment and we should stand up to that commit- 
which does not really touch their area of operations. 
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THE CHAIRMAN: Can I get back to the chart 
at the front of your brief, Retake ahGatha tsi the 
projection,.of « the Gone. Trunk Line, going down 
FOS sondern at BS point which. Lf think ds.calded 
Cut Bank, 


MR. HORTON: Yes Sikes 


THE CHAIRMAN: Where you have the black 
line running up, where it goes over to the eastern 
corner of Albertas that is an existing pipeline? 

Man HORTON: Maia Ss ica. 

THE CHAIRMAN: I ama little ignorant 
about this because the Montana Company has not yet 
been before us. My understanding is -- and it 
is purely hearsay and background only -- that they 
have a permit for the export of gas from Alberta 
at the present time which was renewed five years 
ago or three years ago, wovld it be, for a period 
of five years. It has only about two years to 
Veguigee 

Cam anybody correct me? 

MiotRALT LELOs Phat <VeuGorrect. 

THE CHAIRMAN: Does this envisage that, 
iimines eventwtiac that exports perm y were nov cte= 
newed, that you could supply them with gas from 


your pipeline in the northwestern corner of 


Montana in the United States, as distinct from 
Canada? 


MR. HORTON: TI think they are part of 
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our project as presented here, Of courses el 
cannot speak for them, but I believe they intend 
that that would be supplementary to any existing 
supply they have from the southeastern section of 
Alberta. 

THE CHAIRMAN: Supplementary and not a 
guarantee of the continuance of existing supplies, 
do you mean? 

MR. HORTON: Under the earlier permit? 

THE CHATRMN: Yes. As I understand it -- 
and I want to get the reason for this and what could 
happen -- as I understand it, the permit has two 
years, Bay; Colmun. 

MR. HORTON: Nese 

THE CHAIRMAN: Under which Montana, 
Canadian Montana, takes 273 million feet, I think 
1t ws, out lof) Alberta into Montana. Now, assume 
that that export permit were not extended. Does 
this project you have in mind envisage or make 
possible the supplying of gas to the Montana Power 
Company in Montana from the northwest corner of 
the State of Montana within the United States 
border? 

MR, MackKIMMIE: Mr, Chairman, I wonder 
if I could speak to that? 

THE CHAIRMAN: Certainly. TIT am seeking 
information. 


MR. MacKIMMIE: I appeared for Canadian 
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Montana before the Conservation Board with reference 
bo Chis application that tS pending. It was sug- 
gested that because it may be part of the whole 

Chav Wiene well act for both: but I would, six, 
like to advise that when we go beyond the Conser- 
vation Board to the Board of Transport Commissioners 
and to the Federal Power Commission, Canadian 
Montana's 30 million cubic feet a day, or that 

6 per cent, will be the subject of a separate appli- 
cation of its own and we then part company com- 
pletely. 

Now, with reference to what is going on 
today, if you look at the map there is gas coming 
from southeastern Alberta and on beyond the black 
line running across the border to Calgary is where 
it ends. The connection then going northwesterly 
to the trunk line system then would have to be con- 
structed, 

With reference to the permits, it is my 
understanding Canadian Montana has a 20-year permit 
from the Provincial Government but only a five-year 
permit from Canada. Ee their perme is nol -re= 
sumed beyond five years (and I assume Canadian 
Montana will not be able to deliver gas through 
its present system if they do not succeed in 
their present application) then they will be getting 
no gas from us and that part of the project will 


then be divorced. 
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Have IL made it clear, sir? 

THE CHATRMAN: ves, you have made it clear, 
except with respect to one point. What would there 
De LO Pestricy UNe.Fracliie Gas Transmission, Company 
from supplying that gas’by a spur from its present 
line in the northwest corner of Montana to its 
DOING Of delivery z 

MR, MackKIMMIE: Montana will have to have 
a permit to get that gas before we could deliver. 

We would have to have a permit from both the 
Provincial and Dominim authorities and the Federal 
Power Commission, sir. 

THE CHATRMAN: That answers my question. 
Thank you. 

MR, FRAWLEY: Mr. MacKimmie, to what 
extent is this scheme relieving Canadian Montana 
from any Girficulty they may eet into because they 
only have a five-year permit under the Fluid Ex- 
port Act? 

MR. MackKIMMIE: There is no connection 
between the two, Mr. Frawley. 

Mie SPAT TIEDEO: Lam not sure, that ii, 
MacKimmie understood what you were asking, Mr. 
Chairman, because I don't think that the answer 
he gave is necessarily correct. 

If a permit to import is obtained from 
the United States authorities by Pacific Gas Trans- 


mission Company and a permit to export was obtained 
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by the Alberta and Southern Company, then once the 


gas went over the border and it was the property of 


the Pacific Gas Transmission Company and was being 
carried, in part, through the State of Montana, I 
cannot understand why, in the State of Montana, 
which is beyond the control of Canada, the Montana 
people could not have a take-off point. 


THE CHAIRMAN: Yes, without any reference 


whatsoever to any Canadian jurisdiction. You might 


Still require-a permit or a change in the permit 
from the Federal Power Commission which requires 
the Pacific Gas Transmission Company to take the gas 


Cor anoLoon, 


MR. MacKIMMIE: Let me say that the Pacific 
Gas Transmission Company have nothing in Montana. 
MR. FRAWLEY: Idaho. 


MA PATTELEOs Nei, according to. vhis 


map, that 16. so; 
THE CHALRMAN: Have we left out the State 
of Idaho? We have not divided the State of Idaho 


from Montana on the map. Let us get up in the 


northwest corner of the Bitter Root Range. 
MR, MacKIMMIE: The ‘Pacific Gas Trans- 


mission starts in Montana and Idaho, having received 


the gas from S & M,. Pacific Gas Transmission cannot 
help Canadian Montana's problems. They must build 


their own system to hook up with the trunk line 


company. 
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THE CHAIRMAN: I am speaking of the Montana 
Power Company that needs the gas that Canadian Montana 
is now supplying. The Montana Power Company in 
Montana presently receives gas from Alberta through 
the Canadian Montana Pipeline Company, is that right? 

MR. MacKIMMIE: From those fields in the 
southeastern portion of ,the province. 

THE CHAIRMAN: And there is an export 
permit from the Board of Transport Commissioners, as 
far as Federal jurisdiction in Canada is concerned, 
which permits that to be done, which will lapse if 
not renewed or extended within a matter of two years. 

MR. MacKIMMIE: Yes, Sir, 

THE CHAIRMAN: Pacific Gas. Transmission 
Limited, by taking gas from the border down through 
the northwest corner of the State of Idaho, you 
tell me it is -- is that right? 

MR. MackKIMMIE: Yes... Sir. 

THE CHAIRMAN: Suppose, two years hence, 
when those things happen, that the export permit to 
the Montana Power Company -- and I am only using 
this as an assumption -- is not extended. Th dak 
it then be possible for the Montana Power Company, 
in conjunction with the Pacific Gas Transmission 
Company, wholly within the United States, for the 
Pacific G.s Transmission Company to supply the 
Montana Power Company with its requirements? 


MR. HORTON: IT can say, Mr. Chairman, if 
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I may, that, speaking for the company, we have no 
such intention of supplying Montana from Pacific 
Gas Transmission. 


THE CHAIRMAN: I would like to know, 


though, Mr. Horton, in answer to my question, whether 

it is possible, having regard to the present situa- 

tion, jurisdiction-wise, with respect to permits --- 
MR. MacKIMMTIE: T suppose, Mr. Chairman, 

Canada would have little control once the gas has 

gone into the United States and I suppose, then, 

there is no distinction between Montana Power Com- 


pany being a customer or anyone else being a 


customer. 

However, before Canadian Montana could 
take that gas interstate, there would have to be a 
hearing before the Federal Power Commission and 
they would have to show their supplies. 

THE CHATRMAN: But. that would: be purely 
a matter within whe jurisdiction of the United 
States? 

MR, MacKIMMIE: TL) think, 80% IT am sorry 
L misled you, Once the gas has passed over into 
the. United States» woile 20 iegnet. part. of oun: pres 
ject and we have no intention of selling part of 
our gas to Montana, which we need for ourselves ~--~- 

THE CHAIRMAN: Bub. Eicouid appeny 

MR. MacKIMMIE: As far as my knowledge 


is concerned, it could. 
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THE CHATRMAN: Although that has nothing 
to do wratsoever with the two companies! interests, 
the Montana company ana your Oro ect? 

MR. HORTON: NG ls it is as I ex- 
plained it. 

THE CHATRMAN: And that matter has never, 
I take it, been discussed? 

MR. MackKIMMTE: Of course, sir, you appre- 
Glave that Ap Canadian “Montana failed an their 
OOULeCaUAOn, TO Seu mols a8, GS Part of cur project 
now, we would be completely divorced. 

THE CHATRMAN: BUG thal is sa supply of 
additional gas? 

MR. MackiMMIE: RUSE conic. 

THE CHATRMAN: 1 Cee Tee nC? | ORTON. LiL S 
has never been a matter of discussion? 

Mh, HORTON: Noy ‘ano, es a matter on face, 
there is probably one other answer, from a practical 
standpoint, Mr. Chairman. 

T cannot give you figures, but just look- 
ing at the map and knowing something about the 
Seprain where, £or oO Mi lion reer a may orrany 
Guantity you would like to have, I would GOuUvDE <VELRy 
much whether it would be financially feasible for 
the Montana company to go over across that mountain 
range: and pick up the gas, up dmeidaho, at that 
point; but I know that was not your question, Mr. 


Chairman. 
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THE CHATRMAN: Then would you be good 
enough to explain to the Commission why the cost, 
the Canadian cost of the pipeline system that is 
given here on page 6 is at that figure? There is 
a further breakdown on page 17, the first paragraph 
Of whieh reads: 


"The pipeline companies will 


spend $327 million in construction of 


"the pipeline, $96 million of it in 


"Alberta and $38 million in British 
"Columbia. " 
is that ninety-six and thirty-eight entirely on 
the pipeline? 

MR, HORTON: Yes, and the facilities to 
our pipeline. 

THE CHAIRMAN: Does that include more than 
the S and M pipeline? 

MR. HORTON: The S and M pipeline is the 
$38 million and what we have used is estimated costs 
for the trunk Jane in the’ $96 midiion. 

THE CHATRMAN: “The trunk line in Alberta? 


MR, HORTON: Yes. 


THE CHAIRMAN: From Coleman to where? 

MR. HORTON: Up to a point near Wind- 
gel des 

THE CHATRMAN: Then you are really in- 


cluding the cost of the Alberta Trunk? 


; 
MR. HORTON: Yes. 
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THE CHAIRMAN: Nw, I am really going to 
go off the deep end, while we have your Mr. Black 
and Mr, Béechvel i see sitting there, and others, 
and I would like to ask a question which you may 
consider to ber foolish 

Tt would Tike to know, and I think the 
Commission would like to know: has any discussion 
ever taken place between your organization and 
Trans-Canada Pipe Lines with respect -- I was 
thinking in terms of gas flowing three ways from 
Western Canada -- between your organization and 
Trans-Canada and then “estcoast servicing in 
British Columoia? 

YOu Say, in ere, that you are vreparea 
and your contracts , I believe, take that for 
granted, clearly, to protect the consumers of gas 
in the Province of Alberta. We are concerned 
With PPOCeECELOnM Of the Canadian ClLulzZen as well 
as the citizen of Alberta and I wonder -- and 
this is pure speculation, just thinking out loudly 
with you -- whether any thought has been given to 
the possibility of tieing in a proposal such as 
your suggestion, going southward, with a Trans- 
Canada, going east and a Westcoast, going west 
to service British Columbia, down through the 
Peace River district or whatever the route may 
turn out to be, and in that way wouldn't the 


citizens of Western Canada, the western coast, 
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the citizens of the Prairie Provinces, the citizens 
of Eastern Canada and the citizens of the western 
Pacific northwest (I am not speaking of the company ) 
and the western States be serviced to the best ad- 
vantage, having regard to the availability of gas 
reserves of this country? 

MR, HORTON: Well, I think, Mr. Chaivman, 
that down the road, from the standpoint of pipeline 
facilities that will be connecting with the Trans- 
Canada transmission system and our proposed project, 
it would very likely, from a facility and gas movement 
standpoint, provide just that kind of a vehicle. 

in other words, as time goes’ on, the 
Alberta Gas Trunk Line, which would own these facili- 
ties we have described, running down the western 
foothills, will cross a point in the southern part 
of the province. That is a planned expansion, as 
I understand it from their present facilities, to 
serve Trans-Canada and once you get the stimulus 
that comes from another export project such as ours 
and more of the fields are developed, that trunk 
line grid will naturally reach out to pick up 
those that are economical and, from a standpoint 
of the transfer of gas back and forth, the possi- 
bilities of exchange to meet varying requirements 
are virtually unlimited. 

Now, you asked me originally whether we 


had any discussions with Trans-Canada along this 
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line. No, because to date we have not been far 
enough along in our project that would permit an 
Lrisciileent discussion. 

If I can answer you now, apart from the 
movement of gas -- and we talked, just a moment ago, 
about gas supply, which, after all, is the essential 
part of your question, I think -- we think that once 
our project is in being and on the road that the 
commitments we have in the way of options and what 
not are goings to make it possible for us to assist 
Trans-Canada in the priority it has in the service 
of :Canada and through tne facilities of the Alberta 
Trunk Line grid, you have a built-in vehicle to 


permit these exchanges back and forth. 


I hope I have correctly interpreted what 
you were getting at. 

THE CHAIRMAN: I realize you are just 
eiving your thinking out loud, asi I am trying to do 
also, on this’matter and, therefore, youvare not 
giving factual testimony in that sense. 

MAS HORPORS thay ks "correct. 

THE CHAIRMAN: DUS. Beier ses: eaten cee 
just wonder whether the protection of the citizens 
of Canada, in so far as their natural resources, the 
resource of natural gas, is concerned, would not 
come about in a good, safe manner if the three systems 
were interconnected with any export being condi- 


_— tioned on the premise that Canada would have a 
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DPLOrLUY. 

Mi Ore Vel 25.18 GrerLeult, 20 
seems to me, to implement that kind of thing pre- 
eLsely.« That is to say, I think that Canada has 
to achieve that priority prospectively, as it were, 
when we apply to the Conservation Board and to 
Ottawa and make that determination at that time. 

It' seems to me quite’ difficult, from am economic 
sense, to invoke that priority in any retrospective 
or retroactive manner once the project is in being, 
and Ghats ML (cOuURse),) Ss partwo four’ prop em, 

THE CHAIRMAN: Then have you no: confi - 
dence in your estimates of reserves? 

MR. HORTON: Oh, yes, indeed. 

THE CHAIRMAN: T am sure that when every- 
body gets together on their estimates of reserves 
and you know what that situation is and, supposing 
the potential reserves -- the word "reserves" is 
used in two or three different ways in your brief, 
but suppose itidees nots turn out and fifteen years 
from now, from the point of view of the production 
of gas that is anticipated (although I have every 
confidence that it will) but supposing it does not 
and Canada then has to cut back on what it is ex- 
porting, are we not all in trouble then? 

MR. HORTON: Yess 

THE CHAIHMAN: ie 2b not better’ tao <tace 
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MR, HORTON: That is what I was trying to 
say. 

THE CHAIRMAN: Netty Way ol \refusal of 
AnD export permit, but by way of giving Canadian 
citizens first. --= 

MR. HORTON: think iG. could be done, 
Yous tan do it as you go along, year by year. 

THE CHATRMAN: Thats CORrEe Ct. 

ME, HOREON: What I would suggest, and I 
think -- I was going to suggest this if we had the 
opporsunity: TI would like to present to the Com- 
MLSSLOM A beLroOre ou. complete your sittings. here 
in@Calgary, something am tabular form which 1 do 
not think you have on record yet that would show, 
on a conservative basis, what the reserves are now 
in Alberta and British Columbia and Saskatchewan, 
and. 10" would show. ane dramatic way, LI think, 
whet: Chiles Trencr sienna icance really 138% 

You would take conservative trend figures 
in Alberta and the other two provinces and add that 
On the next ones 

Now, the evidence of Trans-Canada on 
eastern Canadian requirements is not yet before you, 
bUWMMIpresuMe Bos Tiber and, ol, vcourse > 
WLIME be. SPUEMUEtIUC, We can take that and add 
that) orn’ al cthard line witch wild be a deduction, 
and at avi lis show ie: continuous roiling anerease in 


reserves at all times, with ample protection for 
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Alberta requirements and the eastern requirements 
of Canada, which will show this thing building up 
in a@ consistent way, and I say when you have that 
before you, any governmental agency in Canada will 
be looking at that year by year and at any time 
this export figure endangers in any way the long- 
term supply of Alberta and Canada, when we come in 
for enlargement of capacity you would say, "No, 
Louis. Sart 10. Orr... 

THE CHATRMAN: No, no; not for enlarge- 
ment. ators HOv my DOLNT. My eI Ge Tor 
continuous operation. As you see your reserves 
going down, the reserves not becoming available 
as anticipated, you can see that three or four 
or five years ahead, whatever the engineers and 
economists would say. iam mor thinking in terms 
OL- CUTTING OTT nNexvu week, for anybody. T am 
thinking in terms of protection of the Canadian 
consumer. Wwe can always Ship you oil. 

MR. HORTON: I know. 

I think the answer to any suggestion 
of | predietion such as yours will be Tor’ the 
Canadian market as a whole is what we have under- 
taken todo for Alberta. It does not depend on 
our faith in the trends but the simple judgment 
that you could’ nov. finance 20. If we had to 
hold an umbrella over the whole of Canada during 


the ten years of that permit --- 
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THE CHAIRMAN: My understanding of 
financing is -- and you can tell me; Mr. Christensen 
can Gell me, because’ I may be crazy on it, «= but 
you have to give a certificate to the trustee, 
doit, Vou, mnderm your Trust deed, on the availa- 
bidity of your breserves and resources of cas.or 
whatever the trustee calls them and, if it shows 
your supplies are going down faster than the 
sinking fund is going to pay out the money secured 
by the deed, then you are under covenant to step 
up the demand. 

Mi. CHRISTENSEN: ce) stake dono tatieel., 
Sir, that, as a practical matter under those con= 
ditions, you would be able to finance a project, 
because there must be a continuity of adequate 
reserves to support the payment of the debt securi- 
ties over the Life of the permit and, if you 
have a situation where that may be cut off at 
any time, you would have great difficulty, if you 
would bé able Todos at Slt in finencime ein 
my, copinion . 

THE CHATRMAN: Mido nov thankwome rcould 
work it out by way of cutting off at liany sudden 
POINUS bubcyou mich taper cow toverra, tive or 
ten-year period. 

MR. CHRISTENSEN: NormalLiwe be finance 
these projects, you have to have a rather conser- 


vative schedule of debt payment to begin with, 
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probably a little more onerous than you might 
reasonably expect you should, but there is already 
S.OPOUSCTLON DUAAT Avo tos and ©o step. that up or 
put other impediments into it would make it vir- 
tually impossible to finance, 

THE CHAIRMAN: I wonder whether something 
coulda not be worked out. We are seeking guidance, 
not trying to impose a theory. 

MR. CHRISTENSEN: I don't think that has 


ever been done, sir. 


THE CHAIRMAN: No harm in trying. 
Well, I do not want to waste time but I 


thought, while Mr. Black and Mr. Bechtel were here, 


you might have an opportunity to discuss it with 
them and tell us how impractical the idea is. 

MR. MackIMMIE: Men Blac asanon Sworn, 
sir, but I am sure, if you would be interested in 
the benefit of his views, he would be willing to 
speak. 


THE CHATRMAN: I certainly would be 


interested in having the benefit of his views. 
LT should. say -chag this is ov the) Commission's 
view. As a matter of) facts Ll had, this thought 
Just ac. I waeoeLiting herew tits morning. 

MR. JAMES BLACK: Mr. Chairman and 
gentlemen, if I understand your inquiry, it rather 
falls into two parts: one as to whether there 


could not or could be some sort of working agreement 
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as between the Westcoast operations coming down to 
Northern Alberta and through into Columbia and 
following the present route; and another operation 
along the foothill area, which is currently pro- 
jected, to the Athabaskan River, which might well 
ve projgecvec LUrcier morta, I TuLure years; and 
the Trans-Canada operation to the east, and the 
broken line on the map as a transporting medium 
between all three of them in the centre. 

Wav, 6O me, ls a Very practical operation, 
and I ~whink It would have’ ¢reat economic’ benefits. 

The second part of the question, as to 
whether that sort of am arrangement could not be 
WOCKeEG OUD at Dhis time, brings up some problems’. 
YOu cannov Tinancevs project, in my opinion, such 
as we have here, without having quite firm commit- 


ments for a minimum amount of gas, such as the 


450 million. Now, once that is on the road, 
then these other arrangements -- and the same 
thing has been true of Trans-Canada -- could be 


worked out for mutual assistance and help through 
the medium of the trunk system. 

Now, you ask about the possibilities of 
declining deliveries. Let us take the 450 million 
Leec. If there was any such provision it would 
have to be, of course, in the indenture at the 
beginning. I cannot conceive of financing a 


project which did not give a firm schedule of 
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Deliveries. Ssubjecu, to che eccuracy of our. estimates 
of reserves and the usual hazards that come with 


PALS 4PrOjeCs. 200, lev Us say, © years. 


Now, if we knew, in the next X plus five 
years, that there might be some question about 
delivery during that period, if. we were satisfied 
that the deliveries might be cut down to a minimum 
but not cut down --- 

THE CHALRMAN: Not. cut out? 

MR. BLACK: Not discontinued; you would 
have to have a minimum, but at that time we would 
step up our rate structures and our financing in 
such a way as to contemplate that that sort of 
thing was going to happen. i Colona happen, we 


would readjust our rate structures on the basis of 


what our successors would know at that time. 

If it did happen, we would have collected 
from our customers, over the entire period, in the 
course of such restrictions, the amount which would 


be necessary to provide the reimbursement for the 


use of the facilities which had been constructed. 
The net result would be, of course, an 


increase in cost as against a firm commitment for 


a.years, plus five. How much that increase would 
be I don't know. whether Lic would. price The: pro= 
ject out of the market, I do not know. iin viakbel:< 


we would have to do quite a little figuring on it. 


But I would not say that some such formula 
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Sigs 


might not be devised; but I am sure that the costs 
would be increased quite materially and I fear some- 
what the effect of the comparative costs in Califor- 
nia with ovher sources. 

THE CHAIRMAN: You mean the costs would 
increase because of the possible decline in deliveries 
during, let us say, the: last five years? 


MR. BLACK: That is correct, because we 


would have to recognize that in our rates that we 
enarged, and" our’ security owners, LT am sure, would 
LYSiSst On-recognizing that that decrease would occur, 
because there is no other way that we would get the 
money necessary to provide for the waste and use of 
tie Tacit Ligves- ii Lb Gio Doceur except during that 
first period of X years, and we must get that from 
the customers who are using the gas during that 
period; you could not get it -- it would not be 
Practical, tammy opinion, to try totgem iy from 

the then customers during the X plus five years. 


I do not think*yow could doit thav way. 
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THE CHAIRMAN: Excuse me, Mr. Black, 
Mr. Frawley, are these permits given on a 20 
or 25-year basis? 

MR. PRAWLEY: Do you mean by the Con- 
servation Board? 

THE CHAIRMAN: Yes. 

MR. FRAWLEY: 20 years, I think -- 
generally, 25. 

THE CHAIRMAN: You" see, 4 permit 1s on 
a 25-year basis... “Your earning term or financing 
of a funded debt in your country, as I understand 
it -- please correct me if I am wrong -- is 20 
years. Li’ ii were atone chose’ Lines Lo would nov 
MoCrease Che COST. 

MR. BLACK: Thatis the debt, but there 
is a 25 per cent equity in here that must be re-~ 
covered, 

THE CHAIRMAN: purely, edulty can take 
that chance. 

MR. BLACK: We are taking a chance. 

THE CHAIRMAN: It would connect the San 
Juan basin with Montreal. 

R, BLACK: Correct, in a most economic 
and, I think, the best way. 

THE CHATRMAN: Mr. Black, I should get on 
the record that you are the chairman of the Board 
of the Pacific Gas and Electric Company. 


MR. BLACK: dus 
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THE CHATRMAN: Thank you. Perhaps I 
have taken up too much time, but thank you very 
DARD RGE @ Menuhin ee el gs ahr 

Gentlemen, this is Saturday and I do not 
think the Commission feels like sitting this after- 
Hone Mona. 165 “ney do nou, Geel, physically, able 
Coy Comantn 

We will adjourn until Monday morning at 
9.45 A.M., and with the agreement of counsel we 
Will resume with Alberta and Southern at 9.45 A.M. 
on Monday morning in this auditorium. 

-~--Whereupon the hearing adjourned at 12.45 P.M., 
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CG OT RMR ak Ghana De. iM 


In Volume 10 at page 1440, the 
figure "1 1/3" in line 2 should 


read "1 3/4", 


In Volume 10 at page 1470, the 

answer commencing at line 22 should 

reac: 
"MR. HORTON: Half from El Paso, 
"25 per cent from Alberta and the 
"balance from California produced 
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ROYAL COMMISSION 
ON 


ENERGY 


Hearings held at Calgary, 
commencing Monday, February 
35b95G,1a5 10.00, 4.M. 


PRESENT : 
Mr. H. Borden, C.M.G., Q.C. -- Chairman 
Mr. J.L. Levesque, -~ Member 
Me. G.E. Bricnes 1, -= Member 
Mr. G.G. Cushing, ~~ Member 
Mr. R.D. Howland, -- Member 
Me. Ing. Bbadner, 8.0. ao Member 
De, ne heresy. -- Member 


COMMISSION COUNSEL: 
Mr. Awo. Pattillo, Q.C. 


Mr. Miles H. Patterson. 


Mr. J.F. Parkinson -- Secretary to the 
Commission. 
Major N. Lafrance -- Assistant Secretary 


to the Commission. 
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Monday, 
February 17, 1958. 


---Upon resuming at 9.45 a. m. 


THE CHAIRMAN: Gentlemen, the Commission 
will resume its hearing. 

MR. PATTILLO: Mr, Chairman, I understand 
that before counsel continues with the Alberta and 
Southern submission, you have a few questions which 
you wish to ask. 

THE CHAIRMAN: That is right, Mr,Pattillo. 
Is Mr. Christensen here or has he gone back? 

MR. HORTON: He has returned, Mr,Chairman. 

THE CHAIRMAN: I wanted to ask, and per- 
haps you can help us, Mr. Horton: would you mind 
telling the Commission what regulatory bodies the 
transmission company, which is P.G.T., the Pacific 
Gas Transmission, when it gives the gas at the 
Canadian-U.S. border and the border of Oregon and 
California -- is that right? 

MR. HORTON: That is correct, the Pacific 
Gas Transmission. 

THE CHATRMAN: Would you mind telling 
the Commission what regulatory bodies that company 
would be subjected to in the United States? 

MR, HORTON: That company would be regu- 
lated by the Federal Power Commission with respect 


to the rates it charges Pacific Gas and Electric 


 Nokeshanod ‘addrgs 


-. boadewebad Dace 


sifted TOS LA. Selo aed ites “foem 


ote: pete US WOT: gaat jr Eel Biel 


‘Syed od Heibw iroy, 


, OC Rahat vuditiete BP ae? «| eorARO ys 
La scat arto ach ean: oa "ear: Dp ie Masih Sie pe od 
Aerts iM i frerritey: aon  ° YROPNOR: “CaM 

- Beh T Sag. ysis Sd Bestaw DL pS x ET 


ha PSE? 


| oBilgmesoyebivew: sndédyok- a Hi qar tae tby" gan 
: Nee eae ied a et Cy 
and: Bekbadvyiodat mets ganw: ith Bm Daag Bareteg 
‘yess sate STOO eh ae ay: pepmcierrene’ 
. segecSR- ean 290d: psvee TS. a Scotie Sadie ais Saaeh ead 
| BRS GeEet Too seebsod Gat nas #5biod -.8.0- “te Shah) 
| bag tin “aS Rde et a4 | hirtoT hfe 
| itfoes .cs . teers caf een  ROTHON ad Fa: 
. Fy saan itp 
Sen Santee OY BLL ata ST 
Vrnen Seti nelind yrrodusl use - Saw fetes, Baie ‘ott 
Reet Paw ba rts fit St eee ie ed eats 
atget at bloow wmewoo geo | | WON Ae 


cuhiad, ah ce ee 
a lal hal iw oeiaednncs +ewsd Teepe itt we 


‘ ian i 


roe mead 


aPatoot2 Ars BG SI iaey | osaae bi Ba 


ua 
ih 


ANGUS, STONEHOUSE & CO, LTD. 1518 
TORONTO, ONTARIO 


Company for the gas resold at the California-Oregon 
border. 

THE CHATRMAN: Is that the only regulatory 
body? 

MR, HORTON: Pardon? 

THE CHAIRMAN: Is that the only regulatory 
body, the Fire. 7? 

MR, HORTON: No, With respect to public 
offerings of its securities, it would be regulated 
by the United States Securities and Exchange Com- 
mission, 

THE CHATRMAN: But, from the point of view 
of rates, it would be wholly the F.P.C.? 

MR, HORTON: That is my understanding, sir. 

THE CHAIRMAN: Is that because it goes 
between two States? 

MR, HOFTON: Yess: Si. 

THE CHAIRMAN: If it were in just one 
State, would it be under the F.P.C.? 

MR. HORTON: No, unless it was handling 
the gas moving in interstate commerce, under certain 
conditions; but because this company is carrying gas 
in interstate commerce, passing through the States 
of Idaho, Washington and Oregon, that is the prime 
reason it is regulated by the Federal Power Commis- 
sion. 

THE CHAIRMAN: And then, when the gas gets 


to the border of California the amount which P.G.T. 
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is permitted to charge to Pacific Gas and Electric, 
the distxibutor in California, would depend upon 
the rate base See isnca by and the rate of return 
allowed by the F.P.C,? 

MR, HORTON: That As corrects -andy.of 
course, review by that body of all cost elements 
that would otherwise go into the cost of service 
being rendered. 

THE CHAIRMAN: Quite; I understand that, 

Then how, in general, would the F,P.C. 
establish that rate base? 

MR. HORTON: In general, it would require 
us to assume the burden of proof of showing to them 
the actual legitimate original cost of the facili- 
tiles that are employed for rendering that service. 

THE CHAIRMAN: Let me ask you a further 
question, if I may. I am trying to get some en- 
lightenment of some problems I think we have to 
face in Canada; at least, the Commission is 
charged with the responsibility of recommending 
certain things. 

Is there any general pattern, in the 
United States, with respect to the financial struc- 
ture of gas pipeline corporations? 

MR. HORTON: Speaking very generally, 
sir, I would say that to the extent a pattern 
exists, in the first place, debt securities have, 


in the case of pipeline companies, normally been 
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a larger percentage of their capital structure than 
would occur in the case of an ordinary gas or 
electric distributing company, so that, again 
speaking in terms of a pattern, the amount of debt 
in the capital structure has normally been termed 
to be in the range of 70 to 75 per cent or, in some 
eases, even higher; and the balance is, of course, 
handled by equity securities. 

I am not sure --- 

THE CHAIRMAN: Yes, that 1s getting along 
toe tine of wnat il -want to, find out. 

Let me put it to you this way: in the 
case of electrical utilities, the pattern, by and 


large, in your country, and I think in the North 


American Continent, is roughly 50-50, is it not, 
a sort of 50 per cent funded debt and 50 per cent 
equity? 

MR, HORTON: In that general range. 

THE CHAIRMAN: In some type of utilities, 
the percentage is greater, sometimes being 40 per 
cent funded debt and 60 per cent equity? 

MR, HORTON: That does occur. 

THE CHAIRMAN: And that: che. (soy. Eccaink:, 
largely in our country. Now, is there any reason 


why your percentages are so ‘different in the case 


of a gas pipeline company? 
MR, HORTON: Tf think, probably, the. primary 


reason is that in the case of pipeline companies, in 
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the first place the institutional investors that 
lend thas amount of money have been willing to lend 
it on a basis that “vaueabticn a capital structure with 
that high proportion cf debt, and the reason for that, 
as LT understand it, Mr, Chairman, is that in these 


pipeline companies they have pretty much an assur- 


ance that the money which they lend in the way of 
debt securities is going to be paid off. 

They get that assurance because they satisfy 
themselves, in the first instance, that the contr“cts 
and the supply is there at the inlet end of the pipe- 
line and that the contracts to purchase and to use 
the supply are there on a permanent basis at the 
outlet end of the pipeline and, having those two 

fixed considerations before them, they can see for 
themselves that the money they finance in the way 


of debt will be financed over whatever period is 


involved, which is pretty much of a sure thing in 
so far as getting their money back is concerned, 
and that, after all, is all they are interested in. 

THE CHATRMAN: In other words, assuming 
the gas is available and the project is properly 
managed and administered, there is not a great 
deal of risk? 


MR. HORTON: That is correct. 


THE CHAIRMAN: iL motiee, in vyour-appliica- 
tion, and it came out in evidence before the Commis- 


sion on Saturday, that you propose for this company 
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75 per cent debt structure, funded debt, and 25 
per cent equity? 

MR. HORTON: That is right. 

THE CHAIRMAN: Will you tell the Commis- 
sion whether there is any advantage or disadvantage 
to the consumer in the ratio of funded debt to 
equity? 

MR, HORTON: Well, we think there is, 
in that the debt or mortgage money is the cheapest 
cost of capital that you have in your financial 
structure and, since cost of money is one of our 
costs of the pipeline project, to the extent that 
you can keep that cost of money low and still be 
flexible and conservative and safe in doing so, 
in the long run I believe you would permit lower 
cost of pipeline operation and wiat accrues, in 
part, to the benefit of the consumer. 

THE CHAIRMAN: Would you not go further 
than that and would you not say that if you have 
this rate base, the rate base surely permits you 
to charge an amount which will provide you depre- 
ciation? 

Mie) HORTOM: Thert J s. eo ree cu. 

THE CHAIRMAN: At what rate, approximately, 
is depreciation customarily charged or taken by these 
gas line companies or permitted by the F,.P.C.? 

MR. HORTON: Tt wild normally péevre= 
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gas purchase contracts, so that if you had an assured 
supply trom-vour permit or ocertifiicate of, Tetaus 
say, 2O years, you would not be safe in depreciating 
those facilities over a longer period. 

THE CHAIRMAN: Well, then, you mean you 
would be allowed to charge your full depreciation 
over a period of' 20 years if your permit from Canada 
were, let us say, for a period of 20 years only? 

MR, HORTON: I understand that we have 
set it up in our contract that the pipeline facilities 
would be depreciated over the life of the permit, 
which we understand would normally be 25 years. 

THE CHAIRMAN: well, whether it is 20 
or 25 Years.. that. Waa, pretty rapid depreciation, 
ere Chobe There may be a reason for it. T am 
not quarrelling with you, but it is a pretty rapid 
depreciation? 

MR. HORTON: In terms of the actual 
physical life of the facilities, 10° couldvbe: 

THE CHAIRMAN: That is what I mean. 

MR, HORTON: But you could have deprecia- 
tion as a cost of doing business and, as you know, 
you have to be sure that you get it back in terms of 
rates from your customers within the only period that 
is safe at the outset. 

THE CHAIRMAN: Then, presumably, also 
included in the rate base would be your amortizaticn 


payments for your funded debt and your interest on 
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your debt? 

MR, HORTON: Well, provision would have 
to be made for that. | 

THE CHAIRMAN: Yes, but your rate charged 
to P.G. and E., or whoever your customer is at the 
other end of your line, would provide sufficient 
to take care of sinking fund and interest on the 
debt? 

MR. HORTON: Ceci ling oi he are 

THE CHAIRMAN: And, as that debt de- 
creased, the rate to the consumer would be lower, 
would it not? 

MR. HORTON: I think the answer to your 
question, Mr. Chairman, would be that as you amor- 
tize the debt and facilities, of course, your rate 
base would decline, and in so far as that element 
of the rate-making process is concerned, your 
statement is correct. 

THE CHAIRMAN: Certainly; so the consumer 
gets the benefit of the declining annual charges 
for sinking -fund and interest? 

MR HORTON: I think that. Lesconrecr, 

THE CHAIRMAN: So -at thesend, of ‘the 
20-year period, or as time goes on, your equity be- 
comes more valuable, does it not? 

MR. HORTON: Other things being equal. 

THE CHAIRMAN: Other things being equal, 


yes, so that actually, in putting a high 75 per cent 
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proportionate debt and a 25 per cent proportionate 
eguityiandnaccruing, thar 50“per cent,. Le hitenes, 
or 25iperecent, théee2zs percent ofthe equity that 
would be given to Canadian investors for first 
refusal is to their advantage? 

MR. HORTON: Yes, indeed, 

THE CHAIRMAN: An I not correct in that? 

MR, HORTON: Yes. 

THE CHATRMAN: And distinctly to their 
advantage? 

MR, HORTON: fh @hink so; 

THE CHATRMAN: And far more so than just 
an investment in the senior securities? 

MR; HORTON: Thatts right. 

THE CHAIRMAN: And, in the meantime, the 
consumer in California is making that equity more 
valuable, year by year? 

MR, HORTON: i thimk that.viks..4a fain tate~ 
ment. 

THE CHAIRMAN: Then let us get to one 
other question I have in my mind and you and Mr, 
Black can decide which one would care to answer 


this question: 
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There is, in’ the Western United States, 
MOSt.y li Une oveves, particularly, according to 
the evidence put before us last week, a tremendously 
increasing demand for gas, natural gas, as a fuel. 

MR. HORTON: Yes, sir. 

THE CHAIRMAN: And this Commission is con- 
cious, I think, of the, fact that we have been told 
ade we Nave read, nurry Up, Nurry up, nurry uo, 
the markets in the United States are going to be lost 
to Canada, and so on, Would’ you, Or Mrvsbiack, 
care to venture an opinion as to whether or not that 
is really sound? If that demand for gas is increa- 
Sing at this rapid rate, then as reserves are dis- 
covered in our country surplus to Canadian require- 
ments, on whatever formula one finally settles, are 
not these markets at that time in years to come 
going to be valuable to the Canadian producer of 
natural gas. The Commission would appreciate an 
expression of view on that. 

MR. HORTON: I will be glad to start it, 
Mr. Chairman, and if Mr. Black wants to answer or 
add to my remarks, he will do so. 

I would say it is a very difficult ques- 
tion to answer. The need for gas, underscored in 
California and the Western States, is great and 
growing, and I do not think it would be fair to say 
if Canada desires to defer for some period of years 


seeking a market outlet in California that you 
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coura be “absolutely sure’ that other Idnes ‘of in 
port into California would not be established. We 
have to supply our customers in one way or another 
and I would say my view of the present situation 

is that we have selected Alberta as our choice for 
augmenting those supplies because it is the largest 
area of surplus gas, as we see it, within economic 
Peach Ol “aenieh load factor direct. Line, possibly, 
to solve ocurvproblem, and that is our first choice 
for that and a number of reasons that we have indi- 
cated. 

Now, “Li -you have -to have bread cto feed 
your, Tambiy, you Pirstetry to "eet the best ‘quality 
at the cheapest price in quantities you need for the 
mouths you need to feed at location A, but if you 
cannot do that and they are still going hungry, 
then, maybe, you have to pay more and take your 
bread from location B on some basis that might not 
pe quite se satisfactory. So DP say to you, that 
answer, in my judgment, cannot be a precise one, 
but I would not want to say those American markets 
we are talking about will always be there in that 
form. Some years down the road, if I recall Mr. 
Kayser's statement, the gist of it to this Commis- 
sion was that gas should move in the most economi- 
cal channels that are available to it, and we think 
this is’ J08¢5 thats gore. of channel; -angvar that 


cannot be done, for reasons of policy in Alberta or 


a eine. 


Media ue ae ase Bs od 
ebdtneng: ante! dogesbe iad) beat! 


rt 


| | Seow: 4 pone ot as "pb an aay Fa 
ame sad ove oS Peers ctiasRie AD <i i ta 92 


é 


ay oe a 


Ripa nh: Graxd Sa ot ewes Le: 7 nit ray ©. 
scot: sich Yas oe Pe woy: Lb 


site os: been voy eons Shears: ie 


t 


eee eee cont 
aa Seen: ertt* ja 


Bey Ti tads net SHooL set oe LORY Qeaente: MOV: ede 


Citi vont, Cos” Seat eb soneae? 


thouy Sse: boas Sein Wad: " svn: aa ae : arid 
domndiggat. vane: atoad: emo BG Si ne tseool merry. pea 
Torts) wor ot yRe- Ton _vaaroateda se oa! ad.tep az 


Yor. safoo1g, £- odd OOReo> , cma Ui he a teneae oe 


: ; 
i] 
1 


Sieoinaer aso lcomk: eave od ew Pon haiGel gas oe 
Je. thier aye wea Lie “Rahs + nh Ba as {gah ow: 
2 yt. LL{goor. 2 VET, Oot Biss IWOR. sxsagagmok | ml 


“ 


-etimoiiatde of db stoi te ap: endo neainaaee. & a A 


~diinos ooaom, sheng svor us ode a ees Pend baw: ‘Bb ss 


WEE ow sbare+ dl Lok eLgek bse: “are tees? ashing: tip | 
| ; ” 2 


oe 


Tes FE Bs iB, ) sre? he: Saas: hal pans hel ‘ 
7 
Ie. a 2h ee hare Ly aes Bis settee eae 


1528 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Canada, then we would have to turn, perhaps, to 
some less economic channels to provide our bread, 
as dat were, | 

THE CHAIRMAN: But as your family grows, 


Mr. Horton, in the natural course of events, will 
you not want -- and that is the evidence before us 
up to date -- increasing and increasing quantities 
of gas will be needed. 

NA AHOnTON Awe Yes) six. 

THE CHAIRMAN: So you might, even though you 
had taken it from a less economic source to fill 
an immediately requirement, you would still come 
back to the more economic source when it was avail- 
able» would you not? 

MR. HORTON: That is so, but what I am 
trying to say is, if we hook up to a less economic 
channel in the United States, then engagements, 
as you all know, have to be for long periods of 
time, and you add to that fact the fact that re- 
serves are increasing in the United States rather 
steadily each year, which does prompt me to say you 
cannot be sure we would not have positioned our- 
selves, speaking just for my own company, in some 
other way. 

THE CHATRMAN: Lires.3 Ze TiS S67 as Very 
difficult question, as you said at the start, but 
the difficulty does not just lie on your side. 


MR. HORTON: No, sir, I appreciate that. 
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THE CHAIRMAN: Thank you very much. 

MR. PATTERSON: If it please the Commis- 
Sion, I would like to direct some attention to the 
matter of reserves and contracts which are described 
commencing at page 10 of the submission, and in 
exploring the matters considered, I find that it 
was of considerable assistance to have as back- 
ground material the volumes filed with the Oil and 
Gas Conservation Board by Alberta and Southern, and 
I suggest, therefore, that those volumes, of which 
there aré six, become an exhibit and, perhaps, if 
Limight take a moment I might direct the Commission's 
attention to certain aspects there that might be of 
assistance, 

THiS 8Ls Gieet/(thi. PP sugeest that since these 
volumes themselves are numbered 1 to 6 and they have 
alphabetical tabs, that they be numbered Exhibit 
Calfealy 2983;04)05eandG. 
~--EXHIBIT No. C-17-1, 2, 

Byny Bue Volumed Nos. 1-6 filed 
with the Oil & Gas Con- 
servation Board of 
Alberta by Alberta and 
Southern. 

THE CHAIRMAN: I think we just have the 
one copy of each of these, Mr. Patterson. 

MR. PATTERSON: At the moment we just 
have one for this part, sir, and we will make 


arrangements for distribution of the others to the 
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members of the Commission. 

MR. HORTON: Mr. Chairman, there are one 
or two corrections in Saturday's record that IL 
would bi Ke MUO sorcer.: Ll 7h may, Lh ohi's: te: the tappro- 
priate time. 

THE CHATRMAN: ins isthe time todo ib. 

MR. HORTON: On transcript page 1440 in 
the second line, the numbers 1 1/3 should properly 
be 1 3/4. I am speaking there of the net increase 
in reserves trend in each year and, I believe, I 
have consistently used 1 3/4 and the 1 1/3 is an 
error. 

On transcript page 1470, Mr. Frawley was 
examining me with respect to the percentage of our 
gas used in California that would be occupied by 
the gas to be exported from Alberta, and in that 
connection, I believe, he did ask me whether the 
balance was to come from El Paso, and the answer, 
as it appears, seven lines from the bottom of the 
page is somewhat confusing and it should be in this 
manner: 

"MR. HORTON: Halt from El Paso, 25 wer 

"cent from Alberta and the balance from 

"California produced gas. This is a 

"rough approximation." 

I offer those corrections for the record. 
THE CHAIRMAN: Thank you very much, Mr. 


Horton. 
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MR. PATTERSON: Mr. Horton, for the record, 
would ycu introduce now the gentleman you have with 
you with regard to these reserves and contracts? 

Pe HORTON: Mr. Jd. Milton Wege, with 


respect to the matter of reserves. 


J. MILTON WEGE, previously sworn. 


a 1 es a 


BY MR, PATTERSON: 

Q. Mr. Wege, I understand you are a member 
OL ‘tne Lirm of Raipm Davis? 

A. Ralpn By Davis. 

Q. Will you tell us something about Ralph 
Bo Davis, the fipmrana the man, vo0°0? 

A. Mr. Davis has peen engaged in consul- 
ting work in connection with oil and gas problems 
Simce,, “approximately, £920,, Whe Laneest portion of 
his: work nas, hacro,cdo with the evaluation of eas 
reserves. In the course of that long experience in 
the evaluation of gas reserves, Mr. Davis and, to 
an extent, the people working under him have had 
occasion to study the gas reserves of the United 
States and Canada: practically all of, the gas 
producing provinces of both countries. We have 
made studies in connection with the financing of 


gas projects, and in connection with the securities 


or registration statements for the Securities & 
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Exchange Commission, and in connection with loans 
and the issuance of capital stock of transmission 
companies. In connection with rate matters for 
regulatory bodies, we have made studies of gas 
reserves, their availability to markets: the stor- 
age problems where that be an issue. 

Q. And, your ;Own “qualifications, Ssiny 

A. I am a graduate of the Canadian In- 
stitute of Technology with the degree of Bachelor 
of Science in chemical engineering. I graduated in 
1932 and had a year of graduate work at the same 
school, Following the completion of my formal 
scucation Li was employed, for Some time, in oil re- 
faneries. and in oll core testing Laporatories. in 
1938 I went with Mr. Davis, and since that time 
have been employed by him as an assistant in the 


evaluation of ollvand gas reserves. 
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MR, WEGE: Ves. In the course of these 
studies I have had occasion to make investigation 
of reserves in most oF the gas provinces in the 
United States as well as in Western and Eastern 
Canada. 

MR. PATTERSON: Q. A minor matter 
first -- I notice in Figure A to the submission 
mention is made of reserves at Paddle River amount- 
ing to proven and probable of 66 billion cubic 
feet of gas. I think that in the volumes of 
figures filed as an exhibit there is no detail of 
calculation of these reserves. is that right? 

MR. WEGE: cnet: Ves correct. 

Q. Have you information that is 
available to the Commission in regard to that? 

MR, WEGE? Yes, we have a report of 
Paddle River which was prepared subsequent to 
the preparation of Volume 4-A which contained 
our estimates of reserves in certain fields 
which we were requested to study afor Alberta 
and Southern, This report can be made available. 

MR, PATTERSON: If we might at some 
time file that just to complete these others —-~- 

MR, MacKIMMIE: I think Dr.Sproule has it 
but I don't think it has been produced. 

MR, PATTERSON: Perhaps we can get it, 
at a later time when it has been produced. Thank 


you. 
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Q. Coming to Table A in your submis- 
Sion you show there the total remaining reserves 
iy che tteLav arn thevcontract to Alberta and Southern 
as being 4.799 trillion cubic feet of proven and 
probable reserves, is that correct? 

MR, WEGE: Yes. 

Q, In connection with those fields 
I am advised that the Conservation Board figures 
are approximately 2.884 trillion cubic feet of 
proven reserves. Now, in that, just as aside 
note they estimate I believe Waterton Castile River 
but in order to round out the question I am bringing 
to your attention we are simply taking your figures 
for that. 

Can you give us an opinion. as. to, 
why these estimates of the same reserves are so 
widely different, one being for proven and probable 
and the other for proven reserves only? 

MR. wWwEGE: One difficulty I might have 
in answering your question would be that I do not 
know the details of the Conservation Board estimates. 
However, 2 portion of the difference may well be ex- 
plained by our inclusion of a probable reserve which 
may well be in excess of what the Board included, 
aa We whine you sald oF proved reserves. 

Qe Do you understand the term proved 
as used by the Board as distinct from your proven 


and probable? 
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MR. WEGE: I understand that the Board 
uses the word "disposable" gas and defines disposable 
gas as the proved reserves plus in some cases at 
least a portion of the reserves which they considered 
probable and apparently, as I understand it, a portion 
of the total reserves that they included in disposable 
reserves is not a constant variation but is a matter 
of judgment, 

Q. Now, another term that we have had 
here for describing reserves has been the word 
"marketable" reserves. In these estimates that 
you have that your firm has made am I to take it 
that you consider all of the reserves of approxi- 
mately 4.8 trillion cubic feet to be marketable? 

MR. WEGE: Vos. These reserves are 
after allowing for estimated field use, field re- 
quirements and shrinkage loss and are volumes 
which we expect would be available for purchase 
by a pipeline company. 

Qe Over the entire life of those re- 
serves? 

MR. WEGE: Yes, 

Q. In making these estimates was de- 
tailed seismic and structural information available 
to you on the various fields made available through 
the companies under ccntradct? 

MR. WEGE: In some cases seismic infor- 


mation was made available to us. That was not 
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available to us in all the cases of the field study. 
ag It might be of some interest to 
have your comment as to the accuracy of these 
reserves in regsrd to the matter of contract and 
pipeline financing purposes, is LG on thie cyoe 
of study that you would anticipate financing would 


be given or would there: have to be some further 
conservative reduction? 

MR, WEGE: The financing would be to a 
great extent dependent on proved reserves. At 
don't think there would necessarily have to be 
reduction of the proved reserves but the probable 
reserves would not be given the same weight as the 
proved reserves, However, by the time this 
project arrives at the stage for financing it 
is anticipated that additional development and 
exploration within these areas will result in 
enabling us to classify a substantially larger 
part of these reserves as proved reserves. 

Q. Now, is it correct to say that 
all the fields under contract and under option 
involve a gas that must be processed with the re- 
sulvant substantial production of LPG, .ulphur 
and other by-products. 

MR. WEGE: T believe that is correct. 
There may be minor amounts of the gas which would 
not require processing but it would be included -- 


I think that every field would have to be processed. 
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en, From the size of the project would 
it be fair to say that large amounts of LPG and 
related produets would be produced? 

MR, WEGE: I think substantial amounts of 
EC I have made no study of that. 

Oi You haven't, Alberta and Southern 
nor your company has not made any estimate of the 
likely production of the by-products to be produced 
under these contracts? 

MR, WEGE: We have -- Our firm nas made 
no study of the by-products which will result from 
the production of these volumes of gas. 

Q. My. Horton, are you in a position 
to assist me in regard to what may be the situation 
with respect to by-products? 

MR, HORTON: Generally speaking, Mr. 
Patterson, we have not made any overall detailed 
studies of that kind for the reason that, as you 
know, in the normal case we would expect to pur- 
chase our gas requirements under the standard form 
of contract which ts in the submissions, which 1isire- 
trea ving plant, and our schedule was set. up on 
that basis, that we are buying that kind of gas 
and so when it reaches us under those circumstances 
the by-products and the sulphur have been removed 
by the producer himself. 

Os I have in mind, Mr. Horton, that 


the jestcoast submission did give us some indication 
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from Jefferson Lake Sulphur as to what they were 
going to do in regard to this problem. 

i take it you have left this 
aspect of the problem to the producers to resolve 
for themselves? 

MR, HORTON: That, generally speaking, 
LSVCOrre ct, 

Qe Now, from the figures that you 
have given us it appears that company seeks to 
export about 4,2 trillion cubic feet over a 5-year 
period? 

MR. HORTON: That's coprect, 

Qe PCM Ls sate Co say trom 
Mr, Davies' report and from other submissions 
that the area covered by this proposed pipeline 
LSsvery if rpurthpul=terrivory for the future? 

MR, HORTON: There seems to be no ques- 
tion about it. 


Q. 


2] 


Under the circumstances the parties 
under contract now may prove up much more gas as 
development proceeds? 

MR, HORTON: That is our hope and actually 
our judgment. 


Q 


we 


Perhaps much more than you can 
handle under your contract? 

MR, HORTON: Not more than we can handle, 
our firm contracts that we have signed to date. but 


more may be offered to us under these option 
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ae Then to what extent are these 
additional reserves that, as you say, you may not 


be able to digest at the time, tied to Alberta and 


Southern, for what period, if any? You know what 
IT am getting at. I have briefly reviewed this 
vast volume, if yous ecoutd “sunimarize that, the 


method used in these contracts for taking care of 
that problem,I would appreciate it. 

MR. HORTON: Lowi) “oryras peste Lf scan) vo 
give you the general picture of that “situation as 
reece Ure 

You should keep in mind first of all that 
we have not only the supply problem for our export 
project but the supply problem to the Alberta utili- 
ties under the firm agreement we have entered into 
with them and that situation is a difficult one from 
Sie standpoime Of “contracts Lor casy Trom the time 
standpoint, that is to say. We can go out now 
today and we have done so and make firm commitments 
for the volumes of gas that are required to support 
our export of 450 million feet a day. We can 
say to you as a producer if you happen to have that 
total quantity that we will contract»for that on 
a 90 per cent total basis and over a period of years 
subject to obtaining the necessary approval. On 
the other hand we have the situation under tne 
agreement with the operating utilities where 
in the initial years the project requirements 


are not available for five, ten, fifteen years 
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signed up these option agreements of which you 
speak and as gas is developed by the purchasers 
under the options and offered to us in these next 
few years it would be our plan to first see the 
extent to which we can then go firm on that 
commitment in the light of discussions with the 
gas utilities and their needs. 

secondly, see what the additional require- 
ments are in California and possibly apply for an 
enlargement of our export project if it was demon- 
strated that the gas then being offered to us was 
surplus to needs here, and then if there was no de- 
mand for that gas at that time it would need 
to be committed to us under the option agreement. 
In other words, these options run from five to ten 
years in varying cases, and we either have to go 
firm and buy it or the producer would release it. 

That is a fairly general answer to 

your question. I think that is what youvaare getting 
at. 

Q. Thateis ell right as a backeround, 
You say when the gas is offered to you you must 
go firm or the gas is released to others? 

MR. HORTON: Yes; withineaoreasonable 
period. 

Oy Within what period? 


hence, That is one of the reasons that we have 
MR, HORTON: I would itke to ask ir. 
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Moulton to answer that question if I may. 
---James 8S. Moulton, previously sworn 


MR. PATTERSON: Q. Can we introduce 
you now to the record:in regard to this contract 
problem? 

MR, MOULTON: e's. My name is James 
S. Moulton, I am Vice-President and Executive 
Engineer of the Pacific Gas and Electric Company 
and Director and Vice-president of Alberta and 
Southern Gas Company Limited. 

Q. Will you perhaps give me the 
answer to the question I directed Mr,- Horton? 
Moot 5S 4 es Oe WO OREDerIOG. == DUT Lb Chis wayt “Hor 
what period of time does Alberta and Southern 
have trom the time: gas is offered to it under 
the option contracts mentioned in your submission 
in order to decide whether or not it will take 
the offer or let the producer free of the 
option to deal with other persons? 

MR, MOULTON: There is some variation 
in the various options but generally speaking if 
the gas is offered to Alberta and Southern we have 
a limited time to examine the offer to decide 
whether or not that gas is there in what we re- 
gard as commercial quantities and within economic 
distance of our transmission line and to negotiate 


a firm contract for the purchase of that gas 
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subject to obtaining the export permit from the 
Alberta Conservation Board within, I believe, a 
period of eighteen months from the date of the 
contract and the obtaining of the necessary per- 
mits, both those in Canada and in the United 
Staves. Witnin  eF monthis, 

Q. In the case of additional reserves 
or the reserves in fields where you now have firm 
contracts what is the situation? 

MR, MOULTON: the same, 

ae The same. In Other words); if a 
company which has now entered into a contract to 
deliver for example 50 million cubic feet a day 
ihie tiew ve Ve Tee Posner on ves Celi ver 150 
million cubic feet a day you have a similar option 
totvake thab Uo, if you wish, and! you nave -a 
similar period of time in which to take it up? 

MR, MOULTON: THAD LS NOt exacvly 
correct, Mr. Pavrersonm. The form of firm con- 
tract which we have other than Pembina gas, 

Which LS an oll Pietd was, wrovides bia whe 
initial contract quantity is geared to the estimate 
of the recoverable reserves. The contract pro- 
vides -- you want me to give you exact dates I 

had better refer to the form of contract. if you 
want only the principle I can tell you that. 

Q The principle is sufficient. 


ue 


MR, MOULTON: The vrinciple 1s this, 
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if the producer selling us gas in developing re- 
serves to pick up that contract finds that there are 
larger reserves than contemplated in the inttdial con- 
tract quantity, if these reserv2s exceed the origi- 
nal quantity by not lees than 25 per cent Alberta 
and Southern, subject to obtaining all required 
permits within the defined amount of time, not only 
has the right but the obligation to increase the 
daily contract quantity by 25 per cent commencing 
about a year after the initial quantity becomes 
deliverable and if reserves of at least 50 per cent 
additional are found then Alberta and Southern com- 
mencing two years after the initial delivery starts 
is obligated to take the 50 per cent increase in 
Contract. quancilty. Then the contract goes on to 
provide that from time to time there will be a re- 
view of the reserves and the deliverability which 
the producer has under the contract, and if he falls 
below those required to live up to the contract he 
has an obligation within what he regards as the 
economic limits of development to endeavour to 
build back reserves on deliverability of both 
but thet, if We fails to, do se then the daily con- 
tract quantity 18 reduced, 

Q@. What happens to price in regard to 
these amounts. that! --cfor example, the 25-per cent 
that the producer may require you to take? Is 


that simply picked up at the time or at the 
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price effective at the time of the request by the 
producer or is there provision for reviewing the 
matter of price on that occasion? 

MR, MOULTON: It is the same contract 
price. I don't know -- as Mr, Horton in his 
Submission gave the detail of that contract price 
which you may consider? 

Q. Yes, please. 

MR. MOULTON: The submission on page 11 
refers to producers other than for the Pembina oil 
field gas commences at 133 cents per thousand 
cubic feet and gives a very brief resume of the 
changes subsequent to the initial price. In 
greater detail the initial price of 134 cents and 
them cto deliveries made up to July 30th, 1961. 
Then for the 12-months! period commencing July 1, 
1O6h, and enduneadume 20, 1962, the price is 
14.5 cents. Over the next 12-months! period 
commencing July 1, 1962, the price is 15.25 cents. 
For the 12 months commencing July 1, 1963, it is 
Lt (Cents, For the 12 months commencing July 
te lOO oO tibet S1hO, 2 <cente For the 12 months 
commencing July 1, 1965) 4% Tea ao. 5S ents. For 
the 12 months commencing July 1, 1966, it is 
16.75 cents. For the 12 months --- 

MR,HELMAN: 16,5 -- is that correct? 

MR, MOULTON: For the 12 months com- 
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MR, HELMAN: Yes, but the one before that? 

MR. MOULTON: 1605. 

MR. HELMAN: That was a drop from the 
previous one which was 16.25 or is it just a quarter 
GF a cent? 

MR, MOULTON: An increase of one quarter 
Of -aaconi, 

MR, HELMAN: Laeeee. 

MR. MOULTON: For the 12 months commencing 
uty 1, S67 seeeewn:/ cents. Then the base price 
for the next five years commencing July 1, 1968, and 
extending. to- June 30,.1973, 18.17.25 cents, .but 
that price is subject to re-negotiation with the 
producer as is the price for each of the subsequent 
5-year periods. 

The contract provides that the re- 
negotiated net price will in no case be less 
than the base price stated in the contract. That 
price, as I stated, for the 5 years commencing 
July 1.1968, svi. 25 centeas for their years 
commencing: July. OTS, Gibieud6..53 fom ithe 
5 years commencing July 1, 1978, it is 19.75; 
and for the period commencing July 1, 1983, and 
continuing to the end of the contract it is el 
cents. 

Q. Thank wou, 626. Is there a 
provision for earlier release of a seller by 


mutual agreement in less than the option period 
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you mentioned? 

MR, MOULTON:- Mr. Patterson, my counsel 
advises me that by mutual agreement anything can be 
done in changing a contract. 

OQ. What opportunities do you consider 
Have lSeh ei minder: tals metnod Jof “tying? up 
development, both from your present contracts and 
by your options, for other pipelines to enter this 
Foothills area? 

MR, MOULTON: In so far as these pipe- 
lines will be used to supply the Alberta market 
of course it is fully covered by the agreement 
between Alberta and Southern and the two local utilities. 

Q. Yes. 

MR, MOULTON: As to pipelines that 
might serve Eastern Canada such as Trans-Canada we 
have limited the areas in which we have such 
Options to the Foothills belt, the Line running 
generally north and south between Calgary and Ed- 
monton and extending west from that. It has been 
my information that up to the present time at least 
all of the Trans-Canada contracts except for 
Pincher Creek have been from fields east of that 
line, We are perfectly well aware of the policy 
in Canada of very naturally wanting to look to the 
needs of Canada before granting an export permit 
and I feel perfectly sure. that -- in fact we spell At 


out in the contracts covering all these options -- 
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that if we do not get export permits the gas is 
released and will become available to pipelines 
that can negotiate for it and produce and use it 


in supplying the Canadian market, 
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Q. Turning back, perhaps, to the matter 
of these. by-products for a moment, can you assist 
us with some of Bindi inc in the event that 
production of the by-products or any or all of 
them from the gas delivered to you creates a glut 
on the market, can the treating and production 
costs be.charged against gas production. and still 
allow the drilling and production of gas to be a 
profitable venture? Have you given consideration 
to that problem which may face you? 

MR. HORTON: Answering in a general way 
and based upon the discussions we have had with 
producers generally, Il cannot be specific about it 
but it is our judgment that the value of the gas, 
after cleaning and. processing, in the light of the 
prices that we have offered, is high enough and 
practical enough that there will not be any burden 
on the producer that will prevent him from per- 
forming the obligation under this contract and that, 
taking the very worst situation that might result, 
if you could not find a home for this excess sul- 
phur supply that may build up in initial years, if 
you could not find a place for that immediately, 
that would not be a financial burden or impediment 
to going ahead with the production and development 
and certainly would not impinge on the financial 
feasibility of our project, which is the thing we 


are looking to primarily. 
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Q. Taking the situation in regard to the 
LPG's, would it not be possible that there might 


be a flooding of the LPG market by one or more of 
these large companies you are contracting with in 
Alberta? 

Miz HORTONS Weld, "flooding" is ea sfairly 
large, term. I wouldn't think that they would anti- 
cipate that possibility, otherwise you would think 
they would not be willing to undertake these commit- 
ments. 

When ta iproducer agrees to sell us, ‘say, 
100 hundved thousand million feet a day at the out- 
Lev of ta -wreatine, Dlent at. a given price Gora 
Specified number of years, they must have done 
some soul searching among themselves to satisfy 
themselves they can undertake that commitment and 
find a home for these products on an economical 
basis. 

Q. Can you comment on a probable future 
market for these by-products, either in Canada or 
in the United States? 

MR. HORTON: tL don't think we, ared really 
qualified to, do that, Mr. Patterson. .1 would, be 
glad to help if I could but I would think some of 
the producing companies or the C.P.A. would be much 
more qualified to deal with that question than we 
are. 


Q. Let me put it to you limited to your 
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San Francisco operations. Have you any knowledge 
OL vUnavy ared peculiar to yourselves as a result 
of doing business there? 

MR. MOULTON: Nee Pavuerson,) le end ake 
perhaps that in our California purchases of gas 
We ave Quite” spoiled. There is practically no 
sulphur gas in California. As a result, we have 
not counted in any way --- 

MES PATEIELO tt is just like the sun- 
shine. 

MR. MOULTON: In the oilfied gas that 
we buy, the producers have their own treating and 
extraction plants and they never seemed to be 
troubled with the disposal of the by-products, so 
our experience is limited to the purchase of pipe- 
line gas, which does not require further treatment 
on our part to make it marketable or involve us 
except in a very slight deeree in the sale of a4 
relatively few barrels of condensate back to the 
refiners that we pick up, perhaps, in our lines. 

MR. PATTERSON: Q. Can you assist us, 
turning to this contracts matter, in regard to 
what you are buying gas for from these California 
producers that you speak of? 

MR. MOULTON: Our prices on gas paid in 
California have trended sharply upward since 1930 
when we first, with very minor exceptions, sub- 


stituted natural gas for manufactured gas in our 
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territory. It might be of interest to you and to 
the Commission that in 1930 our average price of 
gas was approximately 6.7¢ per thousand, while 


in 195/ thesCalifornia . purchased..gas was about 


MR.PATTERSON: Thank you, 

MR. COMMISSIONER HOWLAND: Is this field 
price? 

MR. MOULTON: This .is field price, de- 
livered into our gathering price either at the well- 
head, if .1t 1s gas not requiring processing through 
a,planv. oP avithe ouvlet of a treating and proces= 
Sing plant in, the ease of ollfiileld ‘eas. 

THE CHAIRMAN: Would you say that increased 
price was due to the restricted purchasing power of 
a.dollar ior to restrictions of gas? 

MR. MOULTON: Both, \oLe. 

THE CHAIRMAN: In what proportion, roughly? 

MR. MOULTON: That, 1s 2. very di tiieuls, 
question to answer, Mr. Chairman, but from 1930 
to 1957, if my memory, which sometimes is not very 
good on these things, serves me, the purchasing 
power of the dollar has dropped to perhaps one- 
third of its 1930 value. On that basis, if gas 
followed it, it would --- 

THE CHAIRMAN: 18¢? 

MR. MOULTON: It would be some 18¢ or 


20¢ at the present time. 
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THE CHAIRMAN: Yes, and the rest of it 
is supply and demand, presumably? 

MR. MOULTON: Vesa eet. 

THE CHAIRMAN: Roughly? 

MR. MOULTON: Ves peste, 

THE CHAIRMAN: I would think so. 

MR. PATTERSON: Q. Turning back to the 
problem of areas and spheres of your operations as 
contrasted with eastern Canadian pipelines such as 
Trans-Canada, what comment have you to make on the 
fact that you have contracted in the field that is 
in Trans-Canada permits, that is the Homeglen- 
Rimbey field? 

MR. MOULTON: OUP COnTract. am "that Eve to 
is with Shell O11 Company. They indicated that 
they would like to include that with the other 
fields, Sarcee, Crossfield and Waterton in the con- 
tracts that they were making with us. 

Q. Did you consider including that fieid 
in a contract of any importance, as in accordance 
with the policy Sot earlier expressed as giving 
consideration to the requirements and likely ex- 
pansion of the Trans-Canada pipeline? 

MR. MOULTON: Yes, I think we knew of 
those circumstances at the time. The substance of 
the matter was that we were endeavouring to purchase 
gas to supply our requirements. Shell Oil Company 


is one of the large potential producers of gas and, 


Joe siete Dace 1 


ve 


‘nd seed oe fat, Lo HORA on 


Bios Oe 


dy Soot: Bes ote: 


7 
“ 


oy te Barts ieee bona ieete to ee 


we ThEHes cisthes Hobe Sogeangaoe 
7 ses dest ssbarOEORSOR 
RE OSIS IOS ay init tery tarts act 
| ‘sbaond>an eat ae 
g Agi yeornew 
sworn 1. 
- Calan ay ES teat se tw et 
abufent ot eelkt ‘piven chu | 


ans) | sesese ,ehtett 


Bihee atow yeitt Wadd atoan 


cam bares oy RIT” 


aC sarc Ie ‘iuuiaie iO ate al eat 


oheke Sa Leave, Loy j atta ont ap 


(as ass mae: Loi gees eet - om. sats ehee 


HC ef ber ie past se 


Jorwsin: sural Ast cc ae 


‘ho. Soee rato: ath”... 


iseton sii ar a “pitestomsiae abr a sae 
t? 


ANGUS, STONEHOUSE & CO. LTD. seis 
TORONTO, ONTARIO 


in the negotiations, said it wanted to sell that 
Cae VO Use Lime ldanou seem poLLtic, to ime, taisay, 
"Well, we are sorry, ene We Wied 1) mot. end 
cannot make a contract for that gas." 

Q. Have you any knowledge as to any 
difference in price between. what your contract for 
the Homeglen-Rimbey field and the Trans-Canada 
eontract may be? 

MR, MOULTON: Our price was higher than 
the price, I understood, Trans-Canada had contracted 
for with negard tocother gas, in «that field and.other 
Ties Nn whieh Job was, purchasing cas. 

MR. PATTERSON: Thank you. 

THE CHAIRMAN: Before we -- I am sorry. 
DLC eyOu wont, GOUescKecwdues 1 On, Mme PAtbLLLoO? 

ME. oe ae ithio: I was going to suggest, 

Me. Chairman, that we vary the procedure which we 
were following the other day and perhaps, in order 
to speed the matter up, that any proposed examina- 
tion by other counsel could be postponed and that 
we would now deal with other phases of the company's 
Submission, relating to transmission cost and the 
price that would be achieved at the Canadian border 
and whether or not it would be a provident price 

in relation to other things; and then that other 
counsel proceed with their examination of the whole 
phase of the matter, 


THE CHAIRMAN: I am sure that is satisfactory 
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to you, 1s it not, Mr. Frawley and Mr. Helman? 

MR. HELMAN: I am quite satisfied, as 
long as these gentlemen will stay here. They are 
very peripatetic. 

THE CHAIRMAN: I suppose you are going 
to suggest that we have a break now? 

NAS PAPriiUOr Yes 

THE CHAIRMAN: Before doing that and be- 
Pore I ftorget 1t, 2 ‘would like to get on the record 
an opinion free from Mr. MacKimmie while he is here. 

IT asked about the regulatory authorities 
south of the border, Mr. MacKimmie, and would you be 
good enough to tell the Commission what regulatory 
authority S. & M. Limited would be subjected to in 
Canada so we have at on the record? 

S. & M. buys from Alberta and Southern, 
is. that correct? 

MR. MackKIMMIE: YES), (its 

THE CHAIRMAN: Alberta and Southern, going 
backwards --- 

MR. MacKIMMIE: TG does not buy. 6. & MM. 
transports. 

THE CHATRMAN: Yes, S. & M, transports, 
and the Alberta Trunk Line transports for Alberta 
and Southern? 

MR. MacKIMMIE: Ves. Sil. 

THE CHAIRMAN: Now, Alberta and Southern 


is an Alberta company and subject to the provisions 
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of the Companies Act of Alberta and subject to 
the provisions of the Gas and Oil Preservation 
Board? | 

MR. MacKIMMIE: Conservation Board. 

THE CHAIRMAN: Yes, and then we get into 
So. & M. Limited, and what regulatory body -- what 
regulatory authority governs it? 

MR. MacKIMMIE: Courd Transwer thaurarver 
the ad ourmmems, *Sicy 

THE CHAIRMAN: Certainly. 


We will have a break of ten minutes. 


--~-A short recess. 
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MR. MacKIMMIE: Mr. Chairman, my free 
opinion, unless Mr. McNeill of Trans-Canada wants 
a consulting fee, is that Oo» o& M,. Consulting Com- 
pany Will be lunder the jurisdiction of the, Board 
of Transport Commissioners of Canada acting under 
tne Fape Lanes, Act of Canada and, L understand, 
thet is the only auchority under which 8. & iM. 

Will be regulated and controlled. 

THE CHAIRMAN: Thank you. very much, Mr. 
MacKimmie. If am sure your opinion is worth more 
Gen Wie s. Werere Soins. toOrpay.d OF Lt. Nee Horror 
may have a comment as to whether P.G.’& T. may have 
some commitments with the California Commission. 

MR. HORTON: EG LS not quite that; 1 was 
asked about regulatory bodies with respect to 
Pacific Gas Transmission, and believe 2 said.it 
was the Power Commission and that is correct, but 
what was left unsaid and might be of some interest 
to the, COMmmissiom as the fact tha. Paciite: Gas & 
Electric Company will be required to take this entire 
project before the body which regulates it, namely, 
The Calirornia Puplie. UtLiaties. Commission, and iin 
the course of proceeding we would normally expect 
the California Public Utilities Commission also 
would concern themselves with the price that P.G.E. 
pays to Pacific Gas Transmission at the California 
border, among other things; and with that statement 
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regulatory bodies that will handle such matters. 

THE CHAIRMAN: I was going to ask you 
that to follow through. I have just one further 
question: would the Federal Power Commission con- 
cern iLtself.with the: price paid in the field in 
AlDenteas hor -thencost of. the gas to PaG. & By. at 
the international border? 

MR. HORTON: I would not want to say they 
would take any of those cost elements of P.G.T. at 
face value without some examination behind them, 
so that I would expect that the prudency of any 
charge on the part of Alberta and Southern in the 
way of field prices or payments to Alberta Trunk 
Line for transportation or any of those components 
of cost, we would imagine, would receive rather 
searching examination of the Federal Power Commis- 
Sion. 

THE CHATRMAN: By the same token it leads 
one to the thought that Canada should have some 
interest to the price to the consumer at the other 
end. However, that is a matter of speculation. 

Let me get back to one other thing I did not follow 
through with you: as you decrease by amortization 
or funded debt, you thereby get into a position 
whereby you can increase the price to the producer, 
can you not, of the gas, and is that not the reason 
underlying, which permits the escalation clause in 


your contracts with purchasers? 
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Mi ORTON = I would say that the escala- 
tion clauses in our producers! contracts are, in the 
first instance, a requirement-- a product of negotia- 
tion. That is to say, the producers wanted a higher 
Crice for the) eas than, (ney nad then been receiv- 
Lees) Sr Oy | Seurine Lo De Lit Chie, tom, we would 
hope that as the escalated prices got higher, 

5 and 10 years from now, that the decreased costs 
of transmission which, in turn, are directly re- 
LAveEa To tne point you make, Mr. Chairman, would 
help LO. cOweve That: DOSiT clon and, permiL us to 
pay higher prices. 

THE CHAIRMAN: Thay Ls what lL means 1t 
pocs right pack TO whe producer. 

MR. HORTON: Yes. 

THE SHALEMBN = OP= ic shou Ld. 

MR. HORTON: May I add this further com- 
ment, so long as this subject has been brought up 
again: \L am nop certain 1 gave you @ falr answer 
to. the: value of the equity stock in. ghe declining 
years of the permit. I should add this: if you 
want to assume that at the end of the permit period 
no further rights to export would be granted then, 
of course, the value of the equity stock is related 
only to the salvage value of the pipedine, 

THE CHAIRMAN: Copretcs but. tt wtnesre— 
verse were to happen, it is going to, if you assume 


additional permits were to be granted and the company 
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then had a going concern value, that would produce 
aio, itereniy result, although, we. should.continue 

to keep in mind you are involved, in a sense, with 
a vanishing rate base. The rate base is declining 
each year as a result of depreciation accumulation 
and from a theoretical standpoint the amount of 

neu Lneome produced by the: application of. aerate oF 
return would have a vanishing rate base, also, as 
Lvs: erfec:, 

THE CHATRMAN: Lay LS PReAts andavou 
would haves lost your depreciation from operations 
Larose, taxes. 

Mie ORDONSe hat sped asm 


THE CHAIRMAN: Thank you very much. 


BY. Mie PRP L bos 


Q. Mr. Horton, I would now like to dir- 
ect some questions to the cost of transmission of 
this gas to the Canadian-American border and then, 
later, I want to ask somé questions as to the pro- 
posed selling price at the border. Which one of 
the gentlemen will deal with the cost of trans- 
mission? Will you deal with that problem? 

MR. HORTON: I wild take-it tpivialiy, 


and if I may have the right to confirm or relate 


the question --- 


Q. What I want to know, first of all, 
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tare this <=pape line vor see M, which ie the pipe- 
line that will be owned by the proposed project 


in Canada. 


MR. HORTON: Nes,.rSir. 
Q. What will be the length of that line? 


MR. HORTON: Approximately 118 miles. 


Q. And what will be its diameter? 

MR. HORTON: 36-inch. 

Q. And what will be its maximum daily 
capacity? 

MR. HORTON: Assuming the installed horse- 
power at the end of the proposed project, the maxi- 
mum daily capacity will be 418.7 million feet per 


day. 


Q. Is it proposed that. that quantity be 


put through the line immediately the project opens? 


In other words, the line to be used to capacity 
from the commencement? 
MRS HORTON That would be our dntention: 
Q. What do you estimate it is going to 
cose wou. for YOO miles tovtransport. that gas Over 


that 118-mile pipeline per thousand cubic feet? 


MR. HORTON: In the initial year of 
operation, Mr. Pattillo, we assume that on a cents 
per MCF basis for the entire line of S. & M. the 


cost would be 4.2¢. 


Q. And then for the transportation cost 


a of the transmission line in the United States 
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to the border of California, what do you estimate, 
in the initial year, the cost of transmission 
Would, DOFOVer Gt? 

MR. HORTON: te ees 

Q. And what would be the mileage of 
brat. liner 

MR. HORTON: 614 miles. 

Q. Would you please explain to me why 
you have the differential in these costs between 
a 118-mile line in Canada and the 600-and-some 
mi bev ure inna thens tates ? 

Mi, HORTON: there are Two general answers 
for che ditirerence in Gransmissilon cosv. in the 
case of the United States section of the line, the 
perraineisamuch betrver. from a pipeline construcvi0n 
standpoint than the very difficult section of the 
line that goes through Crowsnest Pass in British 
Columbia, Secondly, we have some cost components 
inthe way sor Guy tniche sy ao. secivron ole vhe 
line that do not apply to the American system and, 
thirdly, there is, as I understand, a compressor 
station tinvolved.in thes. & M. facilities that 
when applied to that relative short section of the 
Lines sinwtermafofrthe longer U:s,. line, would-pro- 
duce’ a thigher rate of cost. 

Q. Then, I am looking at Table I, page 
4, under Tab P in Volume 6 of your submission, which 


would be Exhibit C-17-6. Would you explain to me 
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items numbers 10 and 11 -- "exported from B.C. to 
Poa. be Company Vo— that means the export of the gas 
ay the porder of@Alberta and Southern tothe Pacific 
Gas Transmission? 

Mh HORTON. *Thab isocorrect. 

Q. "Purchasing and transmission cost of 
Bec. Companys lensed”. Now, I thought you said 


a moment ago that 12.32¢ would be the transmission 


cost. Why is the word "Purchasing" in there? 
NRPSwWEGEe Mrs Pattigdlos eathenieteat is 
an unfortunate use of the word "purchasing"; it 


does not Lnceclude: ther cost» of the gas purchased, It 


was included to refer to the incidental cost assoc- 
Lated with meteringithe: gasvat the border that 


would accrue tor Pacific! Gas Transmission, .Porm aid 


pracoical purposes, Lit Could: bewistricken) from she 


title and have the line read merely, "transmission 


cost of PG. Ty Company’. 

Q. Now, still looking at this exhibit, 
you show an average cost of your field gas of 14.48¢. 
Then you say, "Purchasing metering cost of Alberta 


and Southern of .68¢, and there is gathering and 


transmission by the Trunk Line of 9.40¢, making 
a total cost of gas delivered to S. & M., 24.56¢." 
Lsuthat correc? 

MR,.. HORTON: That is correct... You say 
BO mois ee! Nee 


Q. Yes, delivered to its system to take 
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bo Lie AMer Cami porderni Lariat: right? 
MR. HORTON: That a Romeo eines 
Q. Therm you) told us: about the <ost 
to 5S. & M. getting it to the American border, 
Now, has any consideration been given to deter- 
mining what price would be charged at the American 


pordert for This. gas? 


MASOCHORTON : Welle the answerg Mr. ePattl lice, 
is, 0° Werhave -vrled= bo show in the exhibit exactly 
what that price would be on an estimated basis in 
the light-of the cost of service agreements, 


Q. Perhaps we will get at it another way: 


does this price at the border of 28.75¢ include an 


element O©Qpromhe andy Lf Se, what per, cen? 


MR. HORTON: It includes a rate of return 


assumed with respect to the charge from Alberta 


Gas Trunk Line of 7 1/2 per cent. on their rate 
base thatodls l used toycarry this! gas tor uss It 
assumes, also, a Similar: rate of return’ on. the 
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Q. So assuming your estimate turned out 
to be accurate, Alberta and Southern would be 
making a profit return of 7 1/2 per cent and 
S. & M, would also be doing so? 

MR. HORTON: Alberta Trunk line. 

Q. Alberta Trunk Line would be making a 
profit of 7 1/2 per cent and S. & M. would also be 
making a profit of 7 1/2 per cent. What about 
Alberta and Southern? 

MR. HORTON: Alberta and Southern we do 
not contemplate would have any investment and 
facilities to speak of, that would be in the nature 
Of va Tate pase, 

Q. No, Du Bo OWNS “Ohe pasy leas ics 
ean wha os Deine Sold et the border, not Se ae M.'s; 
it is Alberta and southern 's? 

MR. HORTON: That is correct, but the en- 
Tiere Concept Of Liils orojyect, Irom the beginning, 
has been that Pacific Gas & Electric, which is the 
ultimate buyer, wanted to pay the costs of the ser- 
vices and no more, and when you come to Alberta 
and Southern the only cost it will have would be 
its cost of the ‘eas and the normal costs of opera— 
ting an “organization here in the nature: of a gas- 
purchasing organization, and, probably, to be per- 
fectly accurate, Mr. Pattillo, T° think the contract 
will provide a rate of return of, say, working capi- 


tal, for Alberta and Southern but the normal 


die barmaid 
ae | poe 


as 50's pete eee We i 
ne ESA pate are | jit ce 


ot bison dente omyHOB hte noioat ii 


BAe .s i 
Sh tee am 
‘awe a 


ain! teny ee b 5 on Perr. 


Tie. 


i Fanon | 


ace — 
‘ sah i i oe 


— 


{ 


stint gatenct't ny a0 
4 i 


(,J4 


ci Tete aitora 


oo 


ies “i B gcltem 


coe SsTred LA. ; il 


me 


ye kquradicns 9 tor 


gid +BAs oS i 


ifpedlA atote 


0 


20 since: accit 
nckt coset stl 
+71BW vneraiid ovamtdte 


(any Dre: 9tont, On ‘ brs BaG.EV 


ari? ‘prisdtd ioe bre 
} bie ae a oii to dao ott 

or) LEP TA Pie MM They ae fy a nay ee. 
Yee Sree id) saeiek acs tes Yaris" oe anny 


Eldsdome i ma rs pick ‘eka s Le a0 ‘sides 


vay fey 


egret 
ah at LS & 8 bai wih 
ry) gr res A 


+ acl oes ‘ visas . 


To 


ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 


1565 


estimatesyof a rate base, as I said before, just will 
not be present there. It is a non-profit organiza- 
tlon, aseTari as aberiia and Southern is concerned. 

Q. li Wart tovger Lt clear, BWibertal and 
Southern buys the gas from the producer and pays 


him and it has got to have money to do that? 


Miz HORTON: Thay Ls-correct, 

Q. It has got to pay the trunk system so much 
money..to transmit that gas over the trunk sysitem!'s lirss. 

Mie HORTON: “That is correct, 

Q. lotheas cot co pays. & M. ‘so much money 


to transmit the gas over its system? 


MRA HORTON. Yes.) Sir. 


Q. DAdei tie e igeime TOVeey paid bm Pacific 


Transmission so much money? 


MR. HORTON: Right, 


Q. And I assume it is going to make certain 


it gets paid enough money to be paid all those three 
charges I have just mentioned? 
MR. HORTON: Wer 


Q 


Me is) teh. not coiling to. seu “anything” 1h whe 
way of profit on that operation? 

MR. HORTON: Noy tsa. 

Q. Nov prorEet? 

MR. HORTON: Noy “Sine. 


Q. And Alberta and Southern will be a 


wholly-owned subsiduary of Pacific Gas & Electric. 


MR. HORTON: That is right. 


Q. But the company in which the public 
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has invested, or the two companies in which the 
company have or will invest in Canada, which is 
the Alberta trunk eS and S. & M., you contem- 
plate they will both make an annual profit of 

7 1/2 per cent? 

MR. HORTON: A rate of return of 7 1/2 
per ‘cent. 

Q. A rate “or return of 7 1/2 per ‘Cent? 

MR. HORTON: Yes. 

Q. Now, we will just look at this exhibit 
again, for a moment, that I was referring to, under 
Tab P, and item number 4, where we find a reference 
to Canadian Montana. What size facilities do you 
contemplate going to service Canadian Montana? 

MR. HORTON: Prunders Cand scne size “or 
that pipeline will be a 16-inch line, as proposed 
hor we trumk Lane, 

Q. With what daily capacity? 

MR. HORTON: The initial flow, as you know, 
is 30 million feet per day. Its ultimate capacity, 
I suppose -- actually, the facilities will be con- 
structed by the trunk line, and I think Montana 
Power itself would be interested in appearing in 
these proceedings and might be able to amplify the 
statement. 

Q. According to this exhibit, the ulti- 
mate cost delivered at Antioch, as you see it, in 
the first year, will be 49.14¢. Is that correct? 


MR. HORTON: That is correct. 


SE as 


hoe vim 
rd sib emi 2086 


aft 


ve he 


‘a brat med ae i 


1 in 


a 


o 
* 


Ha ISRO +8 ot “bye 
Ts a} aor, 
aa i 


Yio odelonte hp Fao 


tik beastio Wed 


a 


seek t alert Bat 


on 
a 


Hanaoo Wa 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


1567 


Q. How does that price presently com- 
pare with the price that is presently being paid 
by Pacific: Gas’% Hlectrie to the El Paso people for 
Pas delivered at Antioch? 

MR UHORTON: The El Paso Company actually 
delivers the gas to us at the Arizona-—California 
bordervand, ati the present time, that price is on 
the order of 27¢. We then have to haul it up to 
the TAnthoch aréaivand. our facilities; so that you 
can add to that something like 7¢, in round numbers, 
making it a comparative total of 34¢, so that this 
is much more expensive gas. 

Q. Is it proposed that the gas that goes 
over this pipeline be entirely for the sole use of 
Paein toMGas: « (MiLectri.G or docs. it intend to resell 
any Dart Ost Blend. soy whatrpart? 

MR HORTON: Speaking generally, the 
proposal is that we will use this gas in the system 
of Pacific Gas & Electric Company. We have provided, 
in our submission to the Conservation Board, for 
the possibility that, enroute, we may, as a matter 
of good local public relations or in order to obtain 
rights<of -way varid “that sort of thing, have to dis- 
pose of some quantities of gas to serve communities 
in, say, British Columbia, that presently do not 
enjoy that service. We may have to do something 
similar for some small communities in the States 


of Washington and Oregon, but that is not our 
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objective or our purpose. We will do it in order 
to do the right thing, you might say, as we go 
through the territory. 

Q. Melina an Looking agpTab 0. in 
Volume 6 and the proposed project to import natural 
Pac Trou Canada. pace if ..which forms part of <a 
prospectus of Pacific Gas & Electric Company under 
aCe OL Uy Oy. OD 

in the-ast paragraph I) find ithis:) "it 
is planned to have the system in operation late 
in 1960; Half of the gas which will be made 
available by the system has been offered to the 
Southern California Gas Company and the Southern 
Counties Gas Company of California." 

Have they refused the offer or is it still 
outstanding, or what is the situation? 

MR. HORTON: The offer has not been ac- 
cepted, to my knowledge. I do not believe that 
we can accurately say that it is still outstanding. 
It is possible that, as a result of negotiations 
which are on more or less a continuing basis between 
the two groups of companies, that it will result 
that half of this gas will be made available to the 
Southern companies through exchange arrangements, 
conditional upon a satisfactory conclusion to cer- 
tain other negotiations we have pending with them. 

In any event, it should be clear that 


whether or not half of this gas is ultimately made 
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available to the Southern companies, physically it 
will be used in Northern and Central California on 
our system and we peas Market Lor Lv. 

Q. And there would be merely an exchange? 

MR. HORTON: That would be the normal way 
it would be handled, if that comes about. 

Q. I would just like to ask you: have 
you given any thought to the basis on which you or 
Alberta and Southern would sell to customers in 
British Columbia if they seek to obtain gas? 

MR. HORTON: I would think that -- I 
should Say, first or all, of ‘course, that we do not 
want to get in a position of selling directly to 
consumers in British Columbia, so any arrangement 
we work out would be with a distributing company, 

a public utility here, and, from a cost standpoint, 
I would suppose it would compare to the price that 
we are proposing to charge to Canadian Montana, 
assuming that the load factor and delivery condi- 
tions were comparable, and our only endeavour would 
be to recover a price based upon cost of service as 
we have done all the way along the line. 


MR. PATTILLO: Thank you. 
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BY. MR. FRAWLEY : 

Q. Mr. Horton, you said the other day, 
you pointed out the other day that there was 
UelDuoriLiaon veuble feet each year net inerease 
itiiwche wil benva reserves, 

A. Pehl esata, of.eG weas ti 
andicated, Mr. Brawley that based upon the infor-— 
mation that we had during the last 10 years there 
had been new discoveries of maybe 1 3/4 trillion 
ber day. taatewouldn't be nev in: one sense, 17 


that Provincial, requirements are a certain .quantity 


and. existing exports have to be taken into considera- 


GOs 

Q. The note I made was that it was that 
POLtHOL Meine Thay you were going on im developing 
Cabs pro ject. 

A. Paahoplue tie existing Preserves chav 
we know about here. 

Q. The.t! 8. dust.what (Ly swant« bowed 
about. There are certain what you call existing 
reserves or visible reserves at the moment? 

A. Mes . 

Q. But if there wasn't this trend of 


J. 3/4 trillion cubic feet each year annual accumu- 


bations-= L think that was another expression of 
VOUrS, ==" OL The vgeserves: =—= 

A. Xess 

Q. If it were not for that you would 
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probably not be going ahead with the project 
aD al? 

A. Well, I think unat.<es 30.’ It- we 
assume that all exploration and development were 
going to stop as of now, there would be little 
HUIS t ee an Ons 

Q. That is so. By far the most impor- 
tant factor is this annual accumulation to the 
BOSerVes } asevyou wnave been observing up over the 
past few years? 

ie Weiijae Tost importans (Vea rélecive 
term. Lrowouldesayeuney ere both important. 1 
think what I tried to convey was that we place a 
Crear deal OP MWe oar eon that trend.ot ail speserve 
accumulation. 

Q. Vous) seid That. without. that the pro- 
ject wouldn't be feasible? 

A, tevoink hat 1S so. 

Q. dUSe 20rOpes of Thav, this might. be 
Qee2000 ime to aciksyou whet is, the lite. of the ex= 
port permit for which you have made application 
to the Conservation, Board? 

A. tf believe Lt. isi25 years. 

Q. Now, you expect to get a permit for 
Sp eieiersi gees 

A. Vee. 

Q. And not for any more. That is the 


term of the permit that you expect to receive? 
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A. That is my understanding. 

Q. Yes. It is quite well understood 
between yourself and the Conservation Board that 
thie petty, tne tite Or “the permit, will’ end at 
the ‘end of “25 years? 

A. Well, £ can"t say, Mr. Frawley; we 
have any understanding with the Conservation Board 
at all, but we are seeking a 25-year permit to 
export a total-quantity of 4.2 triliton’cubic feet, 
and, as you know, we haven't even been heard by 
the Conservatron Board, 

Q. Vou. Chet ers sao. 

A. It is about as simple as that. 

Q. BUG iL you Were Successrul. £1 you 
were completely successful, you would come away 
from the Conservation Board with a 25-year permit 
tosexporce 4.2 triditon cubic feet? 

A, Yes. 

Q. You would have to recognize that 
that is what you had, you have no assurance for 
a continuation beyond 25 years? 

A. Peis sa Le) 0, 

Q. If the reserves were tremendously 
increased, I suppose you would have a reasonable 
expectation that you might get a renewal for the 
permit? 

A. Well, I think I have so indicated in 


our brief that where the designed capacity of this 
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line is 800 hundred million feet per day with 
the addition of the compressors. 
Q. That is understandable, but now, 


in the light of the kind of permit you have asked 
fOr. and ape TO £eU, there 18: no feeling ion your 
part, "We will be dug a then and they will never 
be able to shut off our gas even at the end of 25 
years"? 

A. I can't say that we have got a feeling 
thet, Wevcanle bervier our position. LG thimictin Lair- 
ness it may be pointed out that any increase over 
and above our initial capacity in é€xplorations 
beyond the initial 25 years we know we have satis- 
fied Tirst your province.and your Pederal Government 
and Canada. 

Q. Diep des oto eenhiie shone Sart Sc | TL 
regard the matter of first important, and the 
Chairman was developing it a little bit the other 
day, that you, having that tremendous investment 
and the market to serve in California, you would 
have come away from the Conservation Board on 
this application with a permit for 25 years and 
no more? 

A, Mess 

Q. You are doing your financing on that 
basis? 

A, Yes. 


Q. The people that are going to buy your 
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first mortgage bonds, whether in the United States 
or Canada -- I think probably all in Canada now, 
in view of what you were good enough to say the 
other day -- they will buy it on the understanding 
tphaveune Line “of “the permit is 25 years? 

A, They have to. 

Q. Now, Just°4also apropos of *thavk i 
think this is a very good time to ask you -- you 
ADDreclave,, Ol Course, you cant haverany gas 
until the Canadian requirements are satisfied? 

A, I think we have so stated. 

Q. That as piohit.. eh amryustvhaving you 
State it again for emphasis. Canada includes the 
Province of Ontario and Quebec where Canada now has 
@ pipeline? 

A. near 

Q. Butvings, ft bluntly —— I may as well 
be plain speaking about it -- you can't have any 
gas as long as Trans-Canada needs it for Canada? 

A. Insofar as needs are concerned, 1 
think we admitted it. That is your question. 

Q. The situation also is that as a 
result of your coming up here, Trans-Canada may 
have to pay more for gas than they have already 
JS chik's Vibha my baat, 

Be Tha couldebe, 

Q. Yes. It could even be -- a very 


ironical thing -- even if you don't get a permit? 
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A, I suppose so, 

Q. These are fortunes of war for Trans- 
Canada and the good luck of the producers of gas. 

Now, Mr. Horton, how many miles is it from 
Antioch, California -to Windfall, “Alberta? 

A, Approximately 1300. 

Q. Pacific Gas & Electric are reaching 
out L300 miles” to reserves. that it thinks it needs? 

A. That is what we have done. 

Q. Do you know how many miles it is from 
Calgary to the Homeglen-Rimbey fields? 

A. Well, TL would say something in the 
neighbourhood of 100 miles, 

Q. 100 miles? 

A. Possibly less; 

Q. I want you to correct me if I am 
wrong, but I understand that Canada Western is not 
even prepared to go even 100 miles to buy, that 
they are going to buy from you instead? 

A. Well, I don't believe I could speak 
Lore Them. 

Q. Apropos of what the Chairman was 
speaking to you about this morning, depreciation 
rate, does the Federal Power Commission permit de- 
preciation on a straight line basis or on a declining 
balance basis? 


A. My understanding is that it is a 


—____ straight line basis. 
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Q. Now, you did tell us this morning 
Bhat, yous woudd pe~subject.to the California. Pub- 
LiL evUGid eles Commission . 

Bre Pecimue Gas «ihlectric Company. 

Q. Paciile Gas <ulectric would be, 
according tO the figures that Mr. Pattillo put 
in the record a few minutes,ago, would be paying 
49.14¢ at Antioch to Pacific Gas Transmission? 

A, Wels 60 ber more. accurate, | Paci tic 
Gas & Electric Company will buy the gas at the 
Californian and Oregon border on the basis of our 
estimates at something like -- we would pay some- 
thing like 41¢, and we again have estimated our 
OOStSs Of taking 10 from that point down vo Antioch 
at something in the order of 8¢, which produces 
the 49¢ figure. 

Q. However, the 41¢ figure at the Oregon- 
Califorriia line or the 49.1 at Antioch, that is 
the figure that would go under scrutiny by the Cali- 
fornia Public Ui eres 7 

A, Yes. 

Q. They would examine it carefully, go 
into every component part of that, I assume, right 
back to where they bought it, at Alberta? 

A. T am afraid you are quite correct. 

Q. They would feel free to criticize any 
paren wl, Lo? 


A. Yes, 2 think so. 
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Q. If they thought you had made an im- 
provident contract with some Alberta producers, 


they would, by the fact they had control over the 


4o¢ -- they might make you do something, do some 
reducing? I just wonder what they might make 
you do? 


A. Well, that is, speculation. All I 
can say to you is, you will find they test these 
things in a very penetrating and careful way, and 
I don't know that -- in fact, I would be very much 
surprised if they would undertake to give a reduc- 
tion in any contract that we had entered into. 


I would expect that. 
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Q. Well, if they did, would you think 
you would have any effective way of resisting their 
requirements, that you could go back and make gas 
purchase contracts in Alberta? 

MR, HORTON: The most that they would do, 
based upon past experience, is that they would not 
attempt to modify the contracts, as I have said, 
They might go so far as to disallow some part of 
the cost if, to use your words, they thought it was 
an improvident contract. 

an In other words, if they felt you 
were paying too much, that 49 cents was too much, 
they would permit you, of necessity, to continue 
to pay the Alberta producers, you would be permitted 
to pay off to squeeze it out of someone down the 
line where they had more immediate control? 

MR. HORTON: That. ie 8. possiloLlii ty. 

Qe Now, Mr. Horton, some of these 
questions are somewhat disjointed and unrelated 
one to the other, but there is something I would 
like to get on the record: 

Looking at this Table No.1 that Mr, 
Pattillo was examining you about, can you tell me 
or, if you cannot, would you find out and perhaps 
let me know, whether or not, in building up this 
estimated expense, you are including deferred 
income tax as an expense; and I would be quite con- 


tent, if you cannot tell me immediately, that you 
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tell me later, since you may have to ask your accoun- 
tants about it. | 

THE CHAIRMAN: You would think this was 
@ railway rate case, 

MR, FRAWLEY: There are two or three 
answers on the tip of my tongue. fedon Vercthink 
I will give either of them. 

MR, MOULTON: Mr, Frawley, in the table 
to which you directed your question the elements 
of expense relating to transportation in the 
different sections of the line include, first, 
operation and maintenance expense; second, general 
or ad valorem taxes levied on property owned; 
third, depreciation at 4 per cent -- that is a 
eS-year line, except in California, in the Cali- 
fornia section, where it has been computed on a 
© per cent sinking fund, which is a little dif- 
ferent, \butenobesienificantly so; a greatermretum 
in Canada of 74 per cent on the depreciated, 
actual investment An the facilities, and, "fanarhy, 
considering the financing plan of the notes and 
bonds and the amounts which would be outstanding 
from time to time under the plan described by 
Mr. Christensen, the taxes on income that would 
be payable and yield the return in the amount 


stated. 


Q 


ue 


IT take it from you, then, that 


taxes on income would be payable? 
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MR. MOULTON: Yes, 

Q. No more than the taxes would be 
payable? | 

MR. MOULTON: That is correct, TAeEPaeG., 
SCyou wil Pere pron lane 11), “the "Pacific "Gas 
Transmission Company, those costs, in the first two 
years of operation, are 7S or 2 cents less than 
the costs in the next three years, and the reason 
for that, in spite of the fact that the rate base 
is declining all the time, is that there are pre- 
operation costs involved in getting this project 
on the road, that for income tax purposes can be 
written off during the first two years’ of operation, 
and the lower unit costs on this table arise pri- 
marily from the tax credits which can be claimed 
in the first two years. 

0. Now, you told Mr. Pattillo that you 
intended to leave all questions of processing gas, 
where it was needed, to the producer. Ls that 
correct? Did Leunderstand that correctly? 

MR. HORTON: Lv think-that is substantially 
coEre chr 

Q. Well, «that I cannot understand at 
all and I would like to ask you something about it. 
Your line would go through many fields, would it 
not? 

MR. HORTON: TWiat ieecorrect, 


Q Fields of different sizes? 
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MR. HORTON: Yes. Most of our fields, 
though, that it goes through are of large size. 

Qe fie Wis where you would have two or 
three producers in one field and two or three pro- 
ducers in three or four more and another field, as 
you went along? 

MR. HORTON: Yes; 

Q. vhat I cannot understand is how you 
would expect the producers to build the several 
suitable processing plants that might be required 
LO.process your ‘gas, and, I am adding to that. would 
you not expect that necessarily there would have to 
be some sort of a cooperative effort or the producers 
would be faced with the building -- well, it might 
not be too far out to say ten or a dozen processing 
planvsevalone. taé length of your line? 

MR. MOULTON: Mr. Frawley, our discussions 
with the producers on exactly that problem indicated 
that they would contemplate joining together in a 
jointly-owned processing plant or that they would 
contract, perhaps, as the producers in Pembina have, 
with an organization to gather and treat the gas 
and the other products and, in the case of gas, 
then return the gas at the outlets of those 
treating plants to the producers as their property, 
and the producers, in turn, sell the gas to Alberta 
and Southern, 


C Pembina, of course, is a big field, 
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and [I suggest you may run through a lot of smaller 
Pields,. In any event, Alberta and Southern does 


nobi intend to get into thé processing of gas at all? 


ne 


MR, MOULTON: No, we don't, The reason 
for that is that for a gas and electric company pro- 
cessing and disposal of these hydrocarbons and 
other things is not, in our experience, a business 
we want to get into, 

Q. That I can understand. It is the 

alternative I am having difficulty in understand- 
tie, DeCalecwyou-cayeauc is highiy likely this gas 
May WeVeGsusphur in "it. as well as LPG's. 

MR, MOULTON: As far as I know, except 
for the Pembina gas, all the other gas covered by 
our submission and the contracts adding up to the 
quantities in’ the submission is all sour gas, itv 
one fas Sulphur Ia, 

Q. Seo"it has all sot to be processed. 
I was wondering -- you have told me you left it 
to the producers and that what talks they had 
indicated that they are going to resolve all 
their difficulties by getting together on some 
sort of a cooperative venture and build all the 
necessary plants to process all the gas. Now, 
is that the way you want to leave it? 

MR, MOULTON: Yes, =think thar is 2 
fair statement, Mr. Frawley, with this possible 


further explanation, that the producers must be 
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Pecerdedads either! puiddaneindividual plants on, 
as) theyehaver discussed it with us, the probability 
that the producers eee field would get together 
Awe, OF CAUSE TO be buLit a single plant. 

In any event, they have contracted with us to de- 
ernie: Gleave Dp POcwdnewoas , 

Q. ANC (OL COUrSey ula (coudds put 
companies Jike the imperial Ollyrieht smack an the 
sulphur business? 

MR. MOULTON: Ves) esis: 

Me (EAT Enos We had sulphur running out 
of our ears the other day. 

MR, FRAWLEY: Yesq PS. Somebody had 
better find out some more uses for sulphur, 

Q. Now, Mr. Horton, would you tell 
me whether or not any of the companies with whom 
you have gas purchase contracts have any share 
positionminr Pra: andvia? 

MA. HORTON: Te ne | IO eee. Wee da pod 
could not say whether they do or not. Lean say 
that, if they. dO, mous, sO Minor Im vie Ine or 
our outstanding shares that it would be insignificant. 

Q. i Peel. l-have enovegd ofla rigiv-co 
ask you that question, in view of some of the other 
questions asked of other witnesses. 

MR. HORTON: Oh, dosnot-resent-the 
question in the slightest. 


Q. If there were only, say, 150 million 
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feet a day available for you for export, would you 
go through with the project? 

MR. HORTON: I don't think it would be 
feasible, 

Qe Now, dealing with your -estimates -- 
and that may be a question for your geologist -- 
what have you shown as the Alberta requirements? 

THE CHAIRMAN: Mr. Frawley, would it be 
convenient for you to resume later and that we 
adjourn now? LC wil i not interrupt your train 
of thought? 

MR. FRAWLEY: No, that is fine. 

THE CHAIRMAN: Gentlemen, we shall adjourn 
the hearing of the Commission until 2.00 p.m. this 


afternoon. 


---Whereupon the hearing adjourned, at 12.15 p.m., 
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---Upon resuming at 2.00 P.M. 


THE CHAIRMAN: The Commission will now 
resume its hearing. 


Mr. Frawley? 


BY MR. FRAWLEY: 

Q. Mr. Horton, just at the adjournment 
I was asking you something about the Alberta re- 
quirements, but I will come back to that in a 
moment. I want to go through just one or two minor 
matters. Let me put them to you: Would the fact 
that you did expect to encounter sulphur content 
in the foothills gas be a deterrent to the develop- 
ment of those reserves in the Alberta Southern 
scheme? 

MR. HORTON: We think not under the price 
schedule we propose to pay. 

Q. How war that price arrived at that 
you propose to offer, that you have offered to 
the gas producers? 

MR. HORTON: I think I would like to have 
Mr. Moulton answer that because he actually con- 
ducted those negotiations. 

MR. MOULTON: It was arrived at by negot- 
jation, Mr. Frawley, starting with a lower price 
than finally agreed upon. 


Q. I might say that this is hearsay, 
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that the producers arranged it and there is evi- 
dence to the effect the foothill, structure are 
deeper structures and more expensive to drill than 
the Prairie structures to the easterly part of the 
Province. One of the producers who has had ex- 
perience has said they were not coming out wholly 
OM amexistimg contract. and if that was the. damit 
of price they would just have to take their money 
elsewhere where they could get a better payoff. 
Was it determined at all, in whole or in part,by what 
yourthinkywyouuvcan get inthe United Statesi “at the 
Antioch end of the line? 

MR. MOULTON: Unquestionably, that was 
imvour minds, Mr. Frawley, because this gas, as 
shown by the gas about which we were questioned 
this morning, shows the delivery cost at Antioch 
to be around 50¢, which is more than the delivery 
cost of either California gas or gas purchased 
from El Paso, but we felt that the requirements of 
our firm customers for additional gas were such 
that this was the next least expensive source that 
we could look to, and we have found, through our 
years of experience in the natural gas industry, 
if the producer, on the other hand, is not paid a 
price which is sufficient to cause him to go into 
additional drilling and exploratory work, the 
additional gas reserves will simply not be 


developed. 
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Q. Looking again at the 50¢ gas, 
Alberta gas costs 50¢ to P.G.E.. at Antioch. We 
heard the other day in 1954 the San Francisco gas 
market was 34¢, and now you are going to have to 
pay 50¢ for Alberta gas. You, [mean /PRGehy. are 
going to have to pay Alberta and Southern 50¢ at 
Antioch. How do you reconcile these two state- 
ments: 34¢, which would seem to be the factor -- 
did you limit the ability of Pacific Northwest to 
pay 22 1/4¢d to Westcoast, that on the one hand, and, 
on the other hand, your being able to pay 50¢ for 
Alhnerta gas at Antioch? Those two things seem to 
be somewhat irreconcilable. Maybe you can reconcile 
them. 

MR. MOULTONe 2 do not chink tchey “are ir 
reconcei lable ab all. whe first discussions were 
in 1954 with many elements in the consideration 
then, which caused us, after Westcoast had been 
turned down by the Federal Power Commission and 
came to us seeking a market for their gas, to de- 
cide we ought not to then purchase it, and 1961, 
let us say, when we hope that this Canadian gas 
we are now discussing can first be brought into 
the California market, that is seven or eight years 
later, and, I think, the market value of gas to 
meet requirements of firm customers in California 
has changed that much during that period of time. 


Q. I had just, momentarily, forgotten 
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that you were one of the proposed contracting par- 
ties when Mr. McMahon went to San Francisco after 
having lost out before the Federal Power Commission. 
Thapele. Geue ? 

MR. MOULTON: Messy Sir; iL Dartirepoaved 
in those discussions as one of the P.G.E. repre- 
sentatives. 

Q. At that time you were a party to the 
fixing of the figure of 34¢ as being the value of 
Canadian gas in San Francisco? 

MR. MOULTON: Yes, I believe I was. 

Q. And what you say is, that was -- and, 
therefore, I am going to assume -- not a ficti- 
tious but a perfectly fair price for Canadian gas 
at that time, was it? 

MR. MOULTON: We felt, as of that time, 
that was the maximum that we should pay for Canadian 
gas because, as of that time, we felt that cheaper 
ultimate sources were available to us and, as 
events have turned out, we were right. We have 
been able to buy substantial additional quantities 
of gas at lower prices. The cost of gas we were 
then getting in 1934 -- I mean, 1954 -- was appre- 
ciably less than 34¢, but looking toward the 
future, as we saw it at that time, 34¢ would have 
been all that we would have been willing to pay for Can 


adian gas’had there not been other factors, undesirable 


in our judgment, to purchasing Canadian gas ab all. 
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as of that time. 

Q. Tell me, then, what is the comparable 
figure today against that 34¢ which we have as 
the San Francisco value in 1934? 

MR. MOULTON: As of 1938 or projected 
ahead? 

Q. Take it in 1961, because you are not 
going to be in business until 1961. 

Mie PATTI IEG: Let us get the years 
straight. There has been some talk about 1934, 
1938 and 1954. As I understand it, the earliest 
year we are concerned with is 1954. 

MR. FRAWLEY: I was not following you at 
Sr Tam glad’ Me. Pattillo mentioned it. 

Q. I am talking about 1954 when you were 
one of the parties when you determined the value 
of Canadian gas, North British Columbia gas, in 
San Francisco as 34¢. What is the comparable 
figure, say, for 1958 and 1961? 

MR. MOULTON: As of 1961, the fact that 
we are moving ahead, endeavouring to secure all 
the necessary authorities to put this project on 
the road, indicates that for a proportion of the 
gas we hope to get from Canada, we can afford to 
pay 50¢. The weighted average cost of gas, at 
that time -- Mr. Horton said about half of the 
total will be coming from El Paso, another 25 per 


cent from California sources, which will be less 
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than that price; but looking still further in the 
fuvure, rightly or wrongly, we have very great 
confidence, I would say, in the development, with 
the stimulation of a market, of extremely large 
reserves here in Alberta that will more than take 
care of the respective requirements of Canada and 
still afford reserves that will be adequate not 
only for the 4.2 trillion we are now applying, 
but additional volumes that can be made available 
ip one Tucure. We are confident that is going 
to happen; if it does happen, if we are able to 
increase the initial volume of some 400 million 
feet a day to twice that, our delivery cost in the 
San Francisco Bay area, in place of paying 50¢, 
as measured by transmission costs, would be reduced 
by, perhaps, 10¢. So, we have both of these fac- 
tors in mind: what we will pay if the 400 million 
project is authorized and we get no more gas and 
our own confidence in the future that leads us 
to think we can improve that transport cost as 
the years go on, not only because of the deprecia- 
tion that will reduce gradually the investment 
on which transportation costs must be based, but, 
also, because with more gas moving through the 
line at any one time, the unit cost of transpor- 
tacion wilt .be ess. 

MR. FRAWLEY: Q. Now, Mr. Moulton, Il 


want to see if I understand it. Has the 34¢ 
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become 49¢? Is that, putting it bluntly, what has 
happened? 

MR. MOULTON: The ability to pay the 
haenere=price, Lt. think, will exist in California 
pikig patho owey 

Q. In other words, what you felt was 
worth 34¢ in the summer of 1954 will be worth 49¢ 
in 1961? 

MR. MOULTON: Yes. 

Q. In 5 years the value of our. gas in 
the San Francisco Bay area has gone up by 15¢? 

MR. MOULTON: It is 7 or 8 years, Mr. 
Frawley, and there are other circumstances which 
enter into it, but the net result comes down to 
that. 

Q. And, I suppose, when you say your 
El Paso gas at the Arizona-California line costs 
7¢ and you gave the San Francisco Bay area 34¢ --- 

MR. MOULTON: Yes, but you said, IL 
think, inadvertently 7¢ instead of 27¢ currently 
au ibne borders 

Q. e7¢, sure; 27¢ at the Arizona- 
California line for gas coming through the El Paso 
line and that becomes 34¢ in the San Francisco Bay 
area? 

MR. MOULTON: The cost of California 
gas, like that of El Paso, when we received our 


first deliveries from El Paso, I attempted to call 
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your attention to the fact that it is 34¢. 

Q@. The value of the El Paso gas is 34¢ 
and the McMahon gas we were talking about, in 
1954, was 34¢. Is there any significance in that, 
or is that a mere coincidence? 

MR. MOULTON: In 1953-1954 our gas, El 
Paso gas at the border was 21¢ or about 28¢ 
delivered av San Prancisco. 

Q. 28¢? 

Mi. MOULTON: "Yes, sir’. 

Q. Then why was McMahon's gas worth any 
more than 28¢ when he went down there bargaining 
in 1954? 

MR. MOULTON: i’ think I have: sard, -Mre. 
Frawley, in considering the prospect of an addi- 
tional alternate source of gas, we thought we 
should assign a higher value to it, looking toward 
the future, than our then existing current cost 
Of gas. 

Q. Were you discussing a border price 
with Westcoast in 1954, a price at the end of 
their pipeline at the British Columbia-Washington 
Line’? 

MR. MOULTON: NeSa sod 

Q. And what would that have been? 

MR. MOULTON: That would have been in the 
range of 20-22¢. 


Q. 34 minus carriage charges? 


MR. MOULTON: Veog5, 819 
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Q. Were you discussing anything in 
the nature of building a line from Boise, Idaho, 
to San Francisco or Para of that sort that we 
heard about here last week? 


MR. MOULTON: It was proposed to us -- 


we have consistently thought that that line, by 
its location, would be a very unsound project. 

Q. I suppose I should be asking you 
about Alberta and Southern but we probably have to 
learn something more about Westcoast. 


Can you tell me why the basing economics 


for the Westcoast gas was not the Puget Sound 


area rather than the San Francisco Bay. area? 

MR, MOULTON: i don't: feelects can 
appropriately comment on any negotiations between 
Westcoast and Pacific Northwest. 

Qe But they were endeavouring to 
Beldatover pag. toy vyou,sbhe: PyG. and, )).aeeen 


Francisco? 


MR, MOULTON: There were two different 
negotiations, Mr. Frawley. We had two differ- 
ent negotiations, the first one of which was with 
Mr, McMahon and his associates, immediately fol- 


lowing the denial of his application to supply 


gas in the States of Washington and Oregon by the 
Federal Power Commission. 
MR, MOULTON: .Later on, there war 


proposal made to us by El Paso which involved she 
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construction of a line from Mountain Home, Idaho, 
to some point on the California-Nevada border, at 
which point we would pick it up. 

Q. Lomo Cale eco. say, bieie ti eubaic 
about what the gas was worth in San Francsico was 
just a lot of paper talk to establish a value, 
without any real intention of taking it to San 
Francisco? 

MR, MOULTON: Which negotiation are you 
talking about? 

Q. The negotiations you say you par- 
ticipated in, in which you say you arrived at a 
San Francisco Bay area price of 34 cents. 

Was that a real, honest discussion 
for the purpose of bringing Westcoast gas into 
that area, or was it, on the contrary, something 
which I speak of, not offensively, as paper talk 
to establish a value but with no real intention of 
taking the gas down there. 

Which was it? 

MR. MOULTON: L would) like to*contine my 
reply to the first negotiation. That was with 
Mr, McMahon before Pacific Northwest was in the 
picture as a purchaser of the Westcoast gas. 

am Yes? 

MR. MOULTON: in et ets 2 pen. bcould 80 
back one step further into the background of this 


to the time when the estcoast application and the 
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Pacific Northwest application were both pending 
betovevnne Bederal Power Conmission, and PP: G. and E. 
was an intervenor in that case in opposition to the 
granting of a certificate to the Pacific Northwest 


Pipeline Company, and our grounds for that were that 


they proposed to take the gas from the San Juan Basin 
in the northern corner of New Mexico and adjacent 
states, at the time that we were obtaining part of the 


El Paso gas from that area and the balance was from 


the Permian Basin in the southeastern part of New 
Mexico and the adjacent parts of Texas. 

We made a representation to the Federal Power 
Commission that the logical market for the San Juan 
eas was: the California market, while the logical 


source of the gas for the States of Washington and 


Oregon was Canadian gas. 


Q. Yes? 

MR, MOULTON: When the Federal Power 
Commission granted the Pacific Northwest application, 
Mr. McMahon came to us and said, "Here, I have these 
prospects of Canadian gas. Can I sell. it to you 
for your use in Northern California?” 


Now, under those conditions the value US 


us in Northern California of that gas was measured 


by our market and what we felt our customers could 
reasonably be asked to pay, what our costs of gas 
from other sources were and were expected to be; 


and, on the basis of those considerations, we felt 
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that we could not pay Mr. McMahon a fair price 
Porenis Canadian eas and I think we in ‘the P.G, 
and E. were the ones that suggested to Mr, McMahon 
that in spite of the bitter battle that had been 
raged before the Federal Power Commission, that was 
then past history and why did he not go and talk to 
Mi rsh, 

Q. You had been telling the Federal 
Power Commission that the San Juan Basin gas was 
the gas to be supplied to Northern California? 

MR. MOULTON: Yes. 

Q. And not the “Westcoast gas from 
Canada, and that should have been in the States of 
washington and Oregon? 

MR. MOULTON: We Si” To ye. 

Q. ire es ol) Sob HAVING JUsG Tan tebrod 
tains that, position, how could you have any serious 
discussions with Mr. McMahon about buying his gas 
for distribution in Northern California? 

MR. MOULTON: First of 41 LM er Cawley, 
Mr. McMahon came to us. Secondly, he apparently 
had lost the opportunity of supplying gas to Washing- 
ton and Oregon because the Pacific Northwest project 
contemplated bringing gas from the San Juan Basin 
and, in spite of considerable evidence going towards 
the inadequacy of the San Juan Basin reserves tO 


supply the requirements, nevertheless the Federal 


——_—_ Power Commission gave weight to evidence indicating 
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that there was enough gas there, 
So they were’ going to build a line from 
San Juan into Washington and Oregon and use that 


S25) tonicupply those States, so, as of that time, 
that apparently left Mr. McMahon without a market 
other than a possibility of the California market. 

Q. Oh, yes, other than the possibility 
of the California market, and you had been telling 
the Federal Power Commission, over the whole period 
of the application, that Northern California should 
be supplied from San Juan, and I put it to you very 
biuntiy, Mr. Moulton, that it: was: not: arserious 
discussion at all when Mr. McMahon talked to you 
about Northern California. You may have been 
arriving at certain figures on paper, but there was 
no serious intention about putting that gas into 
Northern California at all. 

Now, what do you say about that? 

MR. MOULTON: [ Say, that is not ieommecr. 
We had some serious and sincere discussions with 
Mr. McMahon, but it was our final conclusion that 
that avenue was not the one that we finally selected. 
They were not capricious. We were not just talking 
to him for: the, funvef talking to him; We were 
carefully examining his proposal and comparing LG 
with other matters. 

You had taken up a certain position 


before the Federal Power Commission and that was 
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a considered view of your company, a position you 
had taken for months, that Northern California 
should have been supplied by the San Juan Basin 
and not by Mr. McMahon's gas. 

Now, that is ‘the one, isn't it? 

MR. MOULTON: Noy six, You added that 
California should have been supplied by the San 
Juan Basin and not by Mr, McMahon's gas. That 
last statement of yours was not any part of our 
contention. 

We said that we thought the use of the 
Peace River gas in *ashington and Oregon was pre- 
ferable, from the standpoint of over-all efficient 
use Ofsthe» «gas reserves. 

Q. Well, now, taking it as amended, 
your position before the Federal Power Commission 
was that the better place for the McMahon gas was 
inathe-States-ofs“ashington and Oregon, and) the 
better place for the San Juan gas was in Northern 
California. 

Thats i sacaernectscus LteZ 

MR, MOULTON: Yes, 

Q. Then there came some intervening 
discussions with Mr. McMahon, and the third stage 
was that you agreed the place for McMahon's gas 
was Washington and the State of Oregon? 

MR, MOULTON: Nos) Sars You have the 


chronological sequence incorrect. The hearings 
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before the Federal Power Commission came first. 

Qe That's rip 

MR. MOULTON: At that time we had not 
discussed with Mr. McMahon, It was only afer the 
Federal Power Commission, with the result that Mr, 
McMahon was without a market in Yashington and 
Oregon for his gas and, No. 2, some of the San Juan 
gas that we felt should more logically come to 
California should have been permitted, by connec- 
tion, to carry through into Washington and Oregon, 

Q. Men MouLton,<f pub 2b. covyou inva 
different way that, in the last analysis, you told 
Mr. McMahon that you thought that the best place for 
his gas was in the States of Oregon and Washington, 

MR. MacKIMMIE: Me, Chairman, berore Mr. 
Frawley puts it another way, he has been putting it 
several ways and now has put it in half a dozen ways. 
Inam not too,sure itis fair to ask Mr. Moulton to 
try to describe the thinking of his own company and 
other companies, as well as that of the Federal Power 
Commission, and what was done there three or four 
years ago. think. aceite a i telerdaiitculy to 
ask Mr. Moulton to describe these things in such 
detail. 

THE CHAIRMAN: Oh, Mr. MacKimmie, I do 
not know. I think I know what Mr. Frawley is getting 
at; and: I. think you. do» If Mr. Moulton has facts 


within his personal knowledge with respect to this, 
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he can say so and he should say so in answer to Mr, 
Frawley's question and, if he is giving an opinion, 
tet him say so. If he has knowledge of these 
MevCers. 1d, not think ay ie unfair, readily nov. 

I know that Mr, Frawley has asked the question three 
or four ways. 

MR, FRAWLEY: Qe Mr. Moulton, it happens 
you were in those negotiations; something I had not 
appreciated at all. It seems to me we are fortunate 
to have you here, who did take part in negotiations, 
and I will put my question again and I hope it will 
not be in any seventh way; my friend Mr. MacKimmie 
seems to have kept count. 

You took the position before the Federal 
Power Commission and you joined up with the Westcoast 
position and made representations that the States of 
Washington and Oregon was the place for the West- 
COast gac, that Ls correcu, Lsmy TC? 

MR. MOULTON: Mr. Frawley, I don't know 
how technical this Commission wants me to be in 
either agreeing or disagreeing with your questions. 

I said that we intervened before the Federal Power 
Commission in opposition to the Pacific Northwest 

project. We did not intervene in support of the 

Westcoast project, as I recall it. 

MR PAT taser. “e can be here all day and 
half of Sunday. Can't you really just state this 


thing, that you did, in the result, have the same 
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position as Westcoast, that you both wanted the 
Canadian gas to go into the Northern States, isn't 
that the position you were in? 

MR. MOULTON: Tes. 

MR, FRAWLEY: chee Vs. at. Ve must not be 
disturbed about whether you were intervening against 
anybody or for anybody, but you did take the position 
that the place for the McMahon gas was in the States 
of Vashington and Oregon? 

MR, MOULTON: Ves. 275 

Qe Then certain negotiations took 
place between you and Mr. McMahon in San Francisco 
with regard to getting gas down and what it would 
be worth and you arrived at a price of 34 cents? 

MR, MOULTON: Yes. 

Q. But nothing happened; it did not 
go down there? 

WR MOULTON. That 2S. PlgnG, 

Q. Because you sent Mr. McMahon away 
witha. diece of advice that. the best place ior nis 
gas was in the States of Washington and Oregon, 
Pith eweDrrecy. is Lt? 

MR. MOULTON: Noy ear. 

Q. “here do I become incorrect in that 
statement? 

MR. MOULTON: The Pacific Northwest pro- 
ject, as I think you know, runs from the San Juan 


Basin up through Colorado, ~yoming, Idaho. 
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One of its proposed customers was a 
tap in either Southwestern “yoming, which would 
run over to supply Colorado, interstate, which, 
in turn, supplied Eastern Colorado, along with 
other areas. 

We did not know where Pacific Northwest 
might use gas, if it was interested at all in buying 
anu It was a little gratuitous advice on our 
part that maybe Mr, Fish, through his project, 


could find a market, but he had a certificate to 


use gas in. the San Juan area and he said he was 


going to use gas in the Sn Juan area, from which 
we did not know whether he would develop a market 
some place else which would enable him to increase 
the size of his then authorized production and 
supply a market for the Peace River --- 

Qe If I may say so, that is just 
another way of putting it. You said he thought 


he would be well advised to talk to Mr. Fish and, 


in that way, get his gas into Washington and 


Oregon, That is roughly what you said to Mr. 


McMahon? 
THE CHAIRMAN: He said that a long time 


ago. 


MR, FRAWLEY: You are not changing 
that? That was the situation when you left off 


talking to Mr. McMahon? 


MR. MOULTON: I would not change my 
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testimony in any way. 

ee af put it to you again, Mr. Moulton, 
that I find it difficult to understand, from every- 
thing you have said, that there was any serious 
discussion or talk of taking his gas physically 
to the San Francisco Bay area, 

MR, MOULTON: No, you are incorrect in 
that, Mr, Frawley. 

THE CHAIRMAN: Mr, Frawley, may I inter- 
vene? 

MR, FRAWLEY: I cannot pursue it any 
PuUrGher, sir. 

THE CHATRMAN: I do not think you could, 
sir, because the witness has given you the answer 
GOs He did say it was serious and they decided 
against the 34-cent gas at San Francisco, that they 
Gust. COU Ld NOt Wee. ty...) the Teeny ef the earcum= 
stances existing at that time, so they suggested 
to Mr. McMahon that he talk to Mr. Fish and get 
his gas from the northwestern States. 

ts thet a.fair summary? 

MR, MOULTON: Yes, Mr. Chairman. 

MR, FRAWLEY: Q. Now, this question 
may be for Mr. Horton or Mr. Wege. what does 
the Alberta and Southern scheme estimate Alberta 
and Southern requirements to be? 

MR, HORTON: ~e have indicated on 


Schedule B, Mr. Frawley, requirements of 7 Gristion, 
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609 billion, 

Qe Do you not add something, as Mr, 
Govier did, somewhere in the neighbourhood of an 
additional 4 trillion, from the deliverability stand- 
point, making Alberta's requirements between 11 and 
Lever Laon? 

MR, HORTON: No, sir, we have not. The 
figure I gave you actually was taken from the January 
31, 1957, report of the Conservation Board and, 
incidentally, we had it re-checked independently 
by Dr... Harries and he has concurred, in that. 

Now, you referred to this extra amount of 
-- I think Dr. Govier used the term "cushion gas", 
Wabey, Of - Underscand 1b. as LT underscendcnis 
testimony, which came out in cross-examination -- 

I don't believe it was in the Conservation Board's 
testimony to this Commission -- but, in any event, 
as I understand the gist of his testimony, it was 
gas that should be in the ground, in the thirtieth 
year, in order to permit of the deliverability of 
which you speak, and we are dealing with 30-year 
estimates. 

We have not shown any such figure and, 
to Udit) DLODer LY W60.; It is not needed now, It 
4s needed some time before the thirtieth year, and 
I don't know whether the twentieth or the twenty- 


fifth year you ought to be sure you have a 
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But, in any event, I say this, Mr,Frawley, 
that if you want to give consideration to the need 
for that cushion gas in the thirtieth year that at 
the same time you must give consideration to the 
trend of increases in reserves that are going to 
be building up between now and then, 

Q. invany €vent, 2b Le nov 2m your 
figure. Vou weaver lt atc 7<6, tPillionianu co nce 
Cake sy Up to divor 12 triliion,- as Dr. Govier did? 

Mas HORTON: Tnav-is’ correct. 


Q. Do you take into account some 


800 billion cubic feet of uneconomic reserves? You 
have not taken that into account, I think, 

MR. HORTON: f think "you are: correct, 

Q. You, think you did not? 


MR. HORTON: That Ls correct, 


Q. fiso, you do not aliow, in this 


Schedule B attached to your submission, any addi- 


tional gas for Trans-Canada? 

MR. HORTON: None; 

Q. Now, coming to your ==- 

MR. HORTON: Not 2s much, 1 should sey. 
We have not allocated any additional gas in this 
Schedule B to any of the export companies that 
was designed for that purpose. 
Q Coming to your dealings with the 
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Alberta utilities, you must add the cost of a 
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would be usable by Alberta utilities, That must be 
acded: sta? 

MR. HORTON: I think they would have to 
be, yes. 

Qa Yes, they would have to do that? 

MR. HORTON: Yes. 

Se And 1% ‘is about a 30-mile line, I 
am told, But you are just leaving that to them, 
are you? 

MR. HORTON: Nes, 

Q. And whatever that would cost is 
just another extra expense to them? 

MR, HORTON: Mess 

@. Now, I have only one further question 
FOr uyou: 


wm 


The Westcost project can also carry, is 
capable of carrying -- I do not mean the existing one, 
put the proposed one -- 400 million to 660 million 
cubie feet, ultimately. Would you agree that all 
the benefits you suggest could accrue from that 
project? 

MRgy MmORDON: I think manw-of them- could 
bup noc. ali of them. 

Qe Mr, Horton, you told us the other 
day, you made a calculation, or Mr, Christensen did, 
as to what the value of the various 7 per cents, 


9 per cent in the case of Bechtel International and 


7 per cent in the case of the other companies, and 
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you worked it out at about 400 million for the 
Alberta utilities for 7 Per icents 

MR, MacKIMMIE: Two million. 

THE CHATRMAN: Thet is a ligtle mien, an 
my recollection. 

Mia EAL EEL: Two million. 

MR, FRAWLEY: Two million for 7 per cent. 
Q. what is Pacific Gas and Electric 
paying for its 50 per cent of the Pacific Gas 
Transmission common? 

MR. HORTON: I think I have covered this 
before but I will be glad to go over it again. 

Pacific Gas and Electric Company pay, at 
the time the stock is offered to the public, for the 
shares, the shares that it purchases, the same price 
as that paid by the public, less underwriting 
commissions and expenses, or are you seeking a 
dollar fisure? 

0: 


Ye 


Well, it will be on the same basis 
as the other figures you have given us, I suppose? 
Mi. HORTON: Yes, 2b will compare to the 
estimates that have been given, and they are purely 
estimates, 
MR. FRAWLEY: Thank you, Mr.Horton. 


Thank yous- ic. Chairman. 


THE CHAIRMAN: Mr, Helman? 
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BY MR, HELMAN: 
ae Would you mind turning to page 10 
of your brief? You have a list there of the fields 


you are going to obtain gas from, Mr. Horton, 


MR. HORTON: ves, sin, 

Q. And perhaps for my edification you 
would not mind pointing them out on the map. ih 
want to see how practical some parts of your scheme 
are: 


Where is Paddle River? 


MR. HORTON: May I ask Mr. Moulton to do 


that? 
MR, HELMAN: I would be glad if anybody 
6 ele aman van It is just to educate me, perhaps. 


MR, MOULTON: Paddle River lies north- 


westerly of Edmonton and between Edmonton and the 
Windfall area. 

Qe How far from the Pembina field is 
to? Could you hazard a” guess at 1t? 

MR, MOULTON: I would say it is 40 or 
SO OL Les. 

Q. And the Pembina field is the large 
green field underneath that, again? 

MR, MOULTON: Vecwers ts 

Q. And the Minnehik-Buck Lake is 
a little appendage to the Pembina field? 

MR. MOULTON: Yes, it lies off south- 


easterly. 
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Q. Then we come to the Dick Lake 
FLew. 

MR, MOULTON: It lies down in this area 
(indicating.on large map); The Conservation Board 


refer to it as Westerose South. 

Qe Then we have the H meglen-Rimbey 
Tieras i do nov think that.is marked.on.that.map? 

Mi. MOULTON: No, but the Homeglen- 
Rimbey lies in this area (indicating), not too far 
from the Dick Lake field, 

Q. Then the Crossfield field. 

MR. MOULTON: THeas off dow in- this area 
(indicating). 

Q. Lthinke 2bo. 2S 2 Lay tlereloser co 
Calgary than that. 

Now, be careful about this one: then we 
have, the Gearceé “fueild: 

MR, MOULTON: The Sarcee field lies --- 

Q. Just 20 miles west of Calgary, 
in my recolleetiemrof 20? 

MR, MOULTON: Yes. 

Ci. Then the Pine Coulee field. 

MR, MOULTON: That lies southeasterly 
of Calgary. 

Qe Then the Castle River field. 

MR. MOULTON: Tre. Castle Riversiield 
and the Waterton field are these two fields down 


here, near the southwestern corner of the province 
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(indicating). 

Q. Thank, you very much, 

Now, I was going to ask Mr, Horton, or 
perhaps you can answer, which of these fields are 
rields of high sulphur tontent,. 

MR. HORTON: I think, with the exception 
of Pembina, Mr, Helman, they all have sulphur to 
some degree or another. 

Q. Well, some of them are low acid 
content and some very high. 

ME HORTON: Yes, they all require some 
proeessing, as L understand it. 

Q. Can you tell us the ones that are 
hich acid content? 

MR. HORTON: I would say the ‘“‘aterton- 
Castle River is one that would be in that range. 


Q. What about Paddle River? 


MR, HORTON: Paddle River is low, as a 
guess. 

an What is the percentage in Paddle 
River? 

MR. HORTON: It is a very small percentage. 
we do not have the exact figure here. 

Q. To my own inflexible mind, that 
might be either one per cent or 15 per cent. 

MR, HORTON: Mr. “ege tells me it would 
be approximately 3 per cent. 


Q. Has the Pembina field any sulphur 
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Contents in Lt? 
MR, HORTON: NOg souet 
ae The Minnehik-Buck Lake field? 


MR, HORTON: Two to three per cent. 
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Q. And the Westerose? 

A. One or two per cent. 

Q. And the Homeglen-Rimbey? 
A. Five per cent, 

Q. Crossfield? 

A. Oy eu 

Q. Sarcee? 


He PALI LELO Me, Chairman, I don't want 
to interrupt my friend if there is any purpose to 
this examination, As I understand the evidence 
here on the deal proposed between the producers 
and this company for their sulphur or liquid eas 
products or any of these things it is the respon- 
Sibility of the producer and not the concern of 
toe company av all. This company is paying 
a certain price for the producer's gas and that 
price apparently reflects on what the producer 
thinks he may have to do with the problem of sulphur. 
We went into this sulphur the other day and I 
quite frankly -- maybe it is some concern of my' 
friend but I think he should explain it to us so 
that we can see whether or not it has a signifi- 
cance to this Commission. 

MR, HELMAN: tL Just have three more 
fields and then Twill exolain 20, Me, Fabric, 
if you will just rest in patience for a while. 

Q. Sarcee field? 


A, Five per cent. 
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Q. Pine Coulee? 

MR, HORTON: ° I don't believe that we have 
that one. 
be And Castle River and “aterton fields 
-- I think you said they were high before, about 14 
£5 per ‘cent? 

MR. HORTON: Thirty-four per cent. 

Q. What I am getting at in connection 
with this, in your evidence you said these companies 
were going to join together to put up processing 
plants or a processing plant. Do I understand 
that from the north of Paddle River down to “aterton 
there is going to be another pipeline to join up 
Eis “sour gas so. it May be processed? 

MR» HORTON: No, I think, Mr, Helman, 
what Mr, Moulton said in that connection this 
morning was that he found from discussions with 
producers that in another field there may be five 
or six or seven producers in the same field and 
it would ‘be their plan to Join cogetner in chat 
field for the processing plant, and so far as I 
know we had no contemplation of one big processing 
plant joining up a sour gas pipeline as you 
describe. 

Q. So there will be some seven or 
eight processing plants in order to supply you 
with your requirements? 


MR. HORTON: iat could be. 
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On At considerable expense, They are 
expensive things? 
MR. HORTON: veld, whatever Lt ie: 2G us 
the producers! concern, 
Q. It may be the producers! concern, 
Can you give me the plans of the processing plant? 
MR, HORTON: No, 
Q. We had it the other day from West- 
coast. 
MR, HORTON: No, I don't believe I can. 
Qe VouUcan te (ao “that. I see, 
Now, I observe that Sarcee, which I took 
to be a low-acid content field close to Cal- 
gary has been taken over by your company? 
Mi. “HORTON: We have a contract with 
that company, subject to permits. 
Q. Don you think that’ Ds an ‘natural 
source of supply for the West Canadian field? 
MR. HORTON: For what? 
Q. West Canada company? 
MR. HORTON: The Canadian ‘lestern? 
Qe Canadian Western, that is correct. 
THE CHAIRMAN: Mr, Helman, I have got to 
reiterate this again -- I am sorry -- it seems to me 
that a lot of these questions are -- certainly Il 
will offer every latitude within reason to counsel 
put we are really hearing an application before the 


Oil and Gas Conservation Board. That, ib Seems 
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to me,is the place for questions such as these to be 
addressed when the hearings are on. Because 

this Commission is concerned with the national 
Policy WEthPrespect’ to export of gas That matter 
would have to be taken up with the Oil and Gas 
Conversation Board. I mean there is a Federal 
body taking and considering all these factors, 
high=acid>eontent and that sort of thing. That is 
a function of the Conservation Board of the Province, 
surely? 

MR. HELMAN: May I say two things to that, 
Mr. Chairman: Hirst witli regard to the Localvutiiicty 


company I think that it illustrates in a very definite 


wayosome Of the problems that the export. of gas is eoing 
LO raisentiorsthe loeal consumer. Now, I submit 
the rights of local consumers are just as important 
as the rights of consumers in Toronto or Montreal. 
Therefore when you are considering allowing the 
export permit or directing that it be allowed we 
are just as interested in what is going to happen 
tothe local consumer. We have to see that. 

That ie" parv.or the picture. If these export 
permits are going to take away our rights so we 
have to pay an inflated price then I submit that 

is just as important as what is going to be paid 
for gas or what gas is going to be set aside or 


used for Trans-Canada 


THE CHAIRMAN: T agree with you on that 
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score. butayou. can't. have your cake and eat it. As 
tesee 2ct,mune wenerits that accrue .—-.hf that A6 
THe, OCe Oy, Whiencxporti, policy u-<9 to. they Province 


and the country as a whole must be weighed against 
the nighemscost vo the,local consumer of gas. 

MR. HELMAN: Lesh 

THE CHAIRMAN; That has been brought out 
and demonstrated before this Commission every day 
in the last two weeks. 

MR, HELLMAN: Whether it has to be weighed 
that way or not I want to demonstrate to you that 
what the price of our gas is going to be -- so far 
as the problem of Sarcee is concerned you raised 
that with me the other day, Mr. Borden, and I was 
cChinkine, perhapnss.@. simile, .suppose you ane 
dealing with the export of milk and we are going 
GO get extra cowsrmup, here to produce milk for 
marketing across the border line. surely you 
would be interested in knowing whether there was 
any waste in butter in that production -== 

THE CHAIRMAN: I would weigh it against 
the Lertvigs zer. 

MR, HELMAN: Then, we have to know what 
the fertilizer is and we have to know what the 
putter vadve wis: == 

THE CHAIRMAN: Well, go ahead, Mr.Helman. 
Jus G.contine 2h, tease, 50.~=— 


MR. HELMAN: Well, I take it that I am 
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not supposed to go into this problem. 

THE CHAIRMAN: I think the more appropriate 
place, quite frankly, is the Conservation Board. 

MR. HELMAN: Well, perhaps. 

THE CHATRMAN: i don't wanG vO Sueeest. in 
saying that in the way in which perhaps you phrased 
your, statement, that we are not interested in the 
GCOnsumer Ctpeges tm Alberta: we are, I méan, in this 
Drovancee, 

MR. HELMAN: Well » perhaps i can-esic these 
two questions --- 


THE CHAIRMAN: Certainly. 


MR. HELMAN; --- which may be quickly answered. 
Q. Have you calculated the amount of 


liquid “and petroleum products which will be saved 
under your scheme, I mean produced --- 

Mi a PAT iis That question was asked 
this morning and the answer given was"no". 

MR. HELLMAN: imSee™. 

Q. Have you calculated the amount of 
SUDhUMAwRet Chis Scheme will produce’? 

MR. HORTON: No. 

MR. HELLMAN: I don't think that was asked. 

MR, HORTON: No, we have not. 

MR. HELMAN: Q. Your company has come 
out with a lot of information to the public about the 
fact that you are offering the local utility company 


your fas. E juerovant to clear that.up- The gas 
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that you are offering to the local company is 
Avro Load Tactory Len't: 4? 

MR. HORTON: Well, we will be ~ purchasing 
tne Pas on 4a High jload factor base. 

Q I didn't ask you what you will 
be -= just what you are offering to the Vocal 
company that is going to get the gas, Canadian 
Western Natural Gas? 

MR. HORTON: Well, I want to be surethat 
Ll understand the question, Mr. Helman. The base 
Toatneas: Chal.tne Local utility Ls seine tor nu, 
Wilwwoe purchased?’ on a 7 per cent Toad, factor, if 
Chat is your question. 

Q. YOu are going to Levu tem have 2% 
at a { per cent load factor. Is that right? 

MR. HORTON: That is the understanding. 


We want to give it to them. 


Q. They will pay for it what you 
are paying for it? Well, I Should have satd 
deliver it to them. You know, of course, that 


the consumers of the local utiittvy are on a 4e 
per cent load factor? 

MR. HORTON: I have heard that figure, 
yes . 

en Well, exactly what price is 
Canadian Western going to pay for the gas it gets 


from your company, for the base load factor gas? 


— MR. HORTON: They pay, as I think has 
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been said here, our weighted average field price, 
plus an appropriate transmission charge. 


= 


Don't you know what that weighted 
avetaseraLeld DeLee 1s? 

MR. HORTON: We have estimated it in the 
first year of our operation as 14.48 cents as the 
cost of gas purchased in the field. 

Ves; Wel; L, Warbpset cae aie, 
your pipeline, where the Canadian Western Natural 
Cas Ss /2Olne To ret 1G from, 

MR. HORTON: Well, it would include the 
transmission charge. 

Q. Well, now, you have a figure, 
haven't you, in your Table 1, the item under Tab P. 
Is that what you are looking at? 

MR. HORTON: Yes. 

Q. Cost. of. gas from A, G.'T.... company. 
faclLlities: Ts that the price you. are, going Lo 
eharce? That is 24.560. 

MR. HORTON: No, that is the figure that 
was calculated to determine the price where we took 
it off from the trunk line in the southern part of 
the province and delivered to the S. and M. pipeline. 

Q. Yes? 

MR. HORTON: It wouldn't necessarily be 
the price that Alberta utilities would pay. 

eo What you would have to do is work 


backwards for the number of miles away you are? 


_ DE x Deen og heat ois season 


, RASS reoinanesion 


weeds ephiner 


. % 


wv 


' = wei seet ty, eS be ei tie ria t 


ayes 
+ 
’ 
. 
ad 
a 
<1 


oe ‘ 
Uy = ditiebel 
MG é ibf 4 ; Wie: : : . , { 
at 
Pai | 

‘ Oo Ny $ eo oe . - + 

j WpeEsn oa  eherae mes } De BE ' 7 ee / , . . 

a" Shs ; 
fae * rt A ie yi += to = Z a 3 d 
te rosk Eees Ge LINT soFuat OAs Tait a es: ‘peel tox 

em se eid) ay eras ty ae a 
Sogep Prec ae © deyaAe 
» | Ne oS a wien! J 2 IS 5 
i - 
TF ; leas 7 Pal x ; 
S938” | 
Hoot: ow erate Soles fuoOL BO” Gai 
Se is ¥ 


7 
n 7 i ae ay : a > 
tiruliso, mredswoe ear ait olive sid meat Tro wt 4 . , 
AS (ee 
" eee Ie 
heh Theokins i Does: &, eo od bemane f Snipe: Baie on wort ans | i 


a 


odowd itspess er TRO LUON | Fs ucla a f 


“sqibtvow eetiitign atvedia an igabta ‘or 
i | Soon nn 


Piewvet obtod aved Livow 7Oy is ear 


es) hs shee Rai, ma mM : 
ay Sihely, ce ee ’ 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 1 6 20 


and deliver to S and M pipeline, to a point near 
Calgary? 

MR. HORTON: Well, you see, Mr. Helman, 
this figure you have referred to includes 9.4 cents 
estimated on trunk line charges for service through- 
out the orovince. That may or may not be the 
Sppropriate transmission charge, 

Q. You wouldn't like to estimate what 
Gaia 

Pinon: Well, we can't until we know 
the method and means by which the trunk line will 
Seb. up this charge. I would say this to you that 
on an estimated basis it wouldn't exceed that. 

It wouldn't exeeéed that? 

MR. HORTONS = [°° would think” De would bein 
many cases be something less than that. 

Q. Well, I imagine it ° would be “ess 
because you have a shorter distance for the trans- 
mission, haven't you? 

MR. HORTON: That is) 2Lent. 

Q. And what are the transmission costs 
per mile per Mcf or per hundred miles? 

MR. HORTON: In the trunk line system? 

Se Yes. 

MR. HORTON: I don't know. 

Cre Haven't you worked out backwards 
from the 9.4 that you gave us? 


MR. HORTON: No, we haven't. In fact 1 
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don't think that we can because we have gas coming 
in from all these various sources and that complicates 
the calculation for one thing. 

Q. Yes. Well, do you thimikvei ees 
less perhaps a couple of cents would be somewhere 
Hearevie DEice, J sucsest.to you, thae thes Canadtan 
Western would have to pay? 

MR. HORTON: Well, I hesitate to guess 
because the very reason that we put these words 
"appropriate transmission charge" into the agreement 
was dictated by the fact that we aren't able to -- 
we couldn't when we signed the agreement -- determine 
what the basic components would be, that is, from 
what fields we would be buying gas, how much volume 


and what rate the utilities would take and the 


be from trunk line, and the method by which they 
would charge us for this transmission cost. 

Q. How did you arrive at this 9.4 
figure that you gov? 

MR. HORTON: We arrived at that by 
merely engineering ourselves on paper with 
trunk line system as it would be if we built it. 

Q. Yes, I see. 

MR. HORTON: And took all the costs, 
estimates, costs of capital and operating costs 
it isn't a figure that the trunk line has tied 


number of these -- or what the price would actually 
itself to: in fact, they have been very careful --- 
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Q. T am’ not “asking you thats I am 
asking you the price déliveréd to the’ closest point 
to Calgary at the same basis. 

MR. HORTON: Wercan't. now bua “Eewould 
Say this to you that when it comes time to deliver 
the appropriate transmission charge we will charge 
Thewuriitvves*eivher on the basis of thee trunk 
lines ciarces vO us Oor-on the? basis 6 fimhewe ve 
would cost them to take that gas had we not been 
in the picture, whichever is the lesser. 

QO. WEL IS! alee aby anette o dO sete 


tell the people at Calgary what their § gas ls going 


to cost them. You can't help me with regard to 
that? 

MR, HORTON: Wels E kcould t2iVGa you some 
eon I have given you the average field cost 


and I have given you an outside figure on trans- 
mission cost “and I ‘have*saild it would Mikely be 
something less than that. 

Q. Something less than the 24.56. 

Yo vnav ie? 

MR, HORTON: Yes. 

Q. Will you go another step and tell 
me what is a reasonable estimate of how much less 
LE WwouLa™-pe? 

MR. HORTON: Now fean*itdoenthar: 

QO. Will you give me an outside figure 


of how much less? 
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MR. HORTON: No, I can't do that either. 


t 
te: 


You can't help the consumer in this 
part of the world at all with regard to the cost of 
gas? 

MR, HORTON: I think I have gone as far 
ae Can’ 20 . [Uwild saynthisoithat that is a2 matter 
that we are trying to pinpoint ourselves and it 
could very well be that by the time of the Conser- 
vation Board hearing -- where I would think this 
matter would be of interest again -- that we may 
have something more to bring before you. 

Q. I see. Have Pacific Gas and 
Electric, (your Soushers Californie distribution 
company, storage on the P. G. and E. fields? 

MR. HORTON: Speakinic for Mie and f. 
we have one project that is nearing completion now 
in the way of storage and it is expected to be in 
operation I think by the time that this project 
will be approved. 

Q. Well, at the present time what 
do you have for storage for your supply of gas to 
San Francisco? 

MR. HORTON: At the present time we have 
not required that, Mr. Helman, because we have, 

No. 1, some fairly large dry gas fields close to 
our market centres where we are able to purchase 
gas on the basis that we can increase ftsinethe 


winter and decrease it in the summer. Secondly, 
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we have a fairly large interruptible industrial 
load that can be turned off during the cold weather 
and these interruptible consumers will then use 
fuel lines and that gas is made available during 
winter. 

Q. Why wouldn't you use these 
facilities at the time that the local customers 
requarewpeal “load gas? 

MR. HORTON: Ne probably would. 

You probably would? 

MR. HORTON: We would probably be using 
both. 

Q. How did you arrive at this figure 
oFV155 for peak load gas for the’ Local iconsumers? 

MR. HORTON: Well, it was related to 
one or two contracts that we have in California 
where we have the right to call for peak gas 
from producers and we pay that kind of a premium. 
Secondly, we felt that some kind of a premium 
should’ be pald-Tfor thisstand-by service. 

You see, we knew that in the case of 
the base load gas we would have some advance 
notice that permits planning as to what the quantities 
will be and we were quite willing to render that 
service to the utilities on a non-profit basis, 
just to recover our cost. As a matter of fact, 
when we rendered this peak load service it is 


quite likely that we won't recover our cost as 
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fem aa that goes, buv we felt 1t was justified 

to have some premium for this peak load service 
which is really in the nature of a lifepoat; 

they don't have to take it and it is there if they 
need iv. 

Q. Was it calculated on any mathe- 
matical basis or just an additional profit your 
company wanted to make? 

MR. HORTON: No”, 10 iS nee an addi tiona. 
DEOULC, As a matter of fact if we hae to replace 
that peak load in California, assuming that peaks 
would come about the same time as yours here -- and 
that is not unlikely because winter hits us both 
about the same time -- if we have to replace a cubic 
foot of peak load gas that we have turned over to 
the local utilities it will cost us at a minimum 
twice as much, nob. 2.3, not 50 per cent more but 
LOO per cent more. 

Q. Buu, Mr. Horton, you. have already 
told me you had a storage field that you were going 
to have near San Francisco and you had large dry 
gas fields where you could just turn the tap off and 
on? 

MR. HORTON: Yes, and when we turned on 
the tap..of these dry fields we pay at the present 
time 38 cents. So we would be substituting 38- 
cent for --- 


@. Fifty-cent gas? 
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MR. HORTON: No, that is the point. 
ers 144-cent gas probably because you see when 
WOU 1 terme of 50 cents =~ 

re Yes. 

Mi. (HORTON: --- you have got these 
transmission costs in there and they are going to 
Continue. Those are fixed charges; they are going 
to be there and we will have to pay them even though 
we turn over peak load gas to the local utilities, 
so it is the out-of-pocket cost you look to. 

Q. Well, what I am suggesting to you 
is that there is absolutely no additional cost by 
your using your dry gas fields and your storage 
fields near San Francisco to supply peak load 
requirements without you charging the local consumers 
20weEx tra Cen? 

MR, HORTON: Well, I understand your 
suggestion on that but I am saying that is not so. 

Q. Meh, Laees. 

Let's get at another problem in connection 
With your - Supply. Your price in San Francisco 
has determined what you are paying locally for gas 
to the local producers as I understand your evidence. 

MR. HORTON: Well, thet is a Ii peieo pis 
more than I think the evidence was. But 
I believe Mr. Moulton said that we had to take that 


into consideration among other things. 


Q. Taking that into consideration you 
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aeriVverab a price Chat would be paid to. the docs? 
producers here? 

MR, HORTON: Welt. 1b had to be, finanes aily 
fegelLvole end we had to look at the price for 
which we could sell to our customers as one of 
the Tactors, of ‘course, 

You have arrived at the price that 
all the producers are willing to accept with the 
exception of the Pembina field where you get a 
Lower price? 

MR. HORTON: Well, those producers that 
have contracts with us to date have been willing to 
acceptin. 

Q. And it is a uniform price all through- 
out, no matter where their gas field is situated? 

MR. HORTON: Yes, that is substantially 
GOrrect:. 

Q. 1 Suggest To you that that 1s a 
monopoly price, that figure there, because you have 
just personally fixed that price and you have got 
them all to agree to it. 


MR. HORTON: Well, I don't think that 


makes it a monopoly price; an attractive price 


might be the same thing. 


Q. Yes, an attractive price might 
do the same thing but an attractive price might 


arrive at a monopoly. Nobody else can get gas 


for less than that right now, can they? 
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MR. HORTON: Le wOUd an T Chink: Ss, 

Q. And as you exhaust the immediately 
adjacent tlelds that there are on your line -~ you 
have given us a list of them -- you are going to 
have Go get eas From more distant fieids? 

MR. HORTON: Well, they would both be 
exhausted at the same time, Mr. Helman. 

Cr. Well, you will have to drill these 
other fields, won't you -- your additional -- these 
trends that you talk about will all have to be drilled, 


haven't they? 


MR. HORTON: Well, I assume most of them 
Wisdto be) COrilied,. ves. 

Q. All I am saying is, as someone said 
to me the other day, that you are personally taking 
the gas and leaving the trends for the Alberta 
consumers but let's pass away from that idea. 

Mr. HORTON: I would like to speak to 
that. 


THE CHAIRMAN: You don't need to. 


MR. HELLMAN: Q. As we get into this 


trend picture the gas is more and more expensive, 


fen't. 1b, tne drilling is deeper and it 2s more 


expensive, Lent LG7 


MR. HORTON: Pe 1COUd GC. oer 
Q. That whld.add to. the price, CoO ene 
cost of gas, won't 2o7 


MR. HORTON: Well, the cost of gas in 
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our eoncracts is fixed riecht now. 

Q. Well, thatis for the present reduction, 
but if you have new be acetone with new wells you will 
have to pay more, won't you? 

MR. HORTON: Not necessarily: 

Q, Will you have to pay more because 
Tiere the Jer per dri iernic:? 

MR. HORTON: Well, a good deal of these 
Pietvs We nave already contracts for on thie price 
Scale involvessdeeper dritliing: so lLocan't see: why 
that would require, deeper drilling would command a 
higher price necessarily. 

Q. Let's for a moment look -- that is 
now you fixed your price in can. Francisco, whilst 
the price poes up in-san Francisco --= 

MR. HORTON: Price for what? 

Q. Price Lor gas TO consumers: 

MR, HORTON: Price that the ratepayers pay? 

Q. Miat 1S a DOSS LDBer Cy, Lem bres 

MR. HORTON: Well, that: te so: Tartas tne 
double: cost of doing business would increase --- 

en That is as you are under the Federal 
Power Commission for rates or the local commission 
for wtes in San Francisco? 

MR. HORTON: We are under the California 
Pupbic UtieELoles:, 


Q Well, let's assume it costs you more 


ye 


to get gas close to San Francisco than you are presently 
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paying? 

Mi HORTON: KL right. 

Q. You would then ask for more from 
your consumers... wouldn't you? 

MR ORTON: Assuming all other things 
remain.faixed, 

Q. What I am trying to get at is that 
ultimately that.will reflect back and the price of 
Bos, will gO upto the, local consumers here? 

MR,HORTON: No. 

Q. Youvdon't think sow 

MR. HORTON: No. 

THE CHAIRMAN: Thank you very much, Mr. 
Helman. 

Mr, MacKimmie, is Mr. Black scoins to be 
here for,-a little while yet? 

MR. MacKIMMIE: JUSt Por the balance of 
the afternoon. 

THE CHAIRMAN: We shall now have a ten- 


minute break. 
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THE CHAIRMAN: Gentlemen, we shall now 
resume our hearing. 

MR. PATTILLO: Mr. Chairman, Mr. 
MacKimmie has a few questions he would like to 
ask, and I suggest he ask them before any of the 


Commission ask their questions. 


BY MR. MacKIMMIE: 


Q. Mr .cHorton, line the: transeri pty oi 
believe in Saturday's evidence, the Chairman asked 
you if you had any conversation with Trans-Canada 
Pipe Lines with reference, as I interpret his ques- 
tion, to transmitting gas through a common system 
to different exporters. Do you recall that, sir? 

MR. HORTON: Yes. 

Q. Did you intend to convey the impres- 
sion you had not had conversation with Trans- 
Canada Pipe Lines? 

MR. HORTON: I would not convey that im- 
pression; we have had discussions, from time to 
time, about the gas supply in the light of their 
requirements and in the light of our requirements, 
but we have not had any discussions that would 
encompass What I interpret the scope of your ques- 
tion to be, Mr. Chairman. 

Q. Now, Mr. Horton, when you were dis- 
cussing this afternoon the reserves with Mr. 


Frawley, what you described as cushion gas for the 
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gas company requirements, would that be necessary 


in view of the contract -- would that reserve be 
kept, in view of the contract you have with the 
local utility company? 

MR. HORTON: I would think that gas -- 
whatever reserves we have, they have first call 
throughout the life of our contract. 

Q. Then, one more question: Mr. Hether- 
ington, the other day, said he thought Mr. Kayser 
was modest in the contribution he stated to get 
the system going. Has P.G.E., one of the bigger 
customers of El Paso -- was the price passed on to 
you as a customer? 

MR. HORTON: I would think so. 

Q. Was the price passed on to you? 

MR. HORTON: Any contributions Mr. 
Kayser would make, we would bear our share. 

MR. FRAWLEY: Mr. Chairman, I would like 
to ask a question arising out of Mr. MacKimmie's 
question. I might be quite wrong, but I would 
like to put another question to Mr. Horton about 
Mr. Govier's cushion gas so that I will understand 
LG 


Q. I understand, when you are trying to 


make a sort of balance sheet to see how much gas 
we have left, as we now see it we have left, to export 


=- and you have to regard Alberta's 30-year require- 


ments -- 7.8 itrillion and you put it somewhere between 
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Piet eee te ton, Surely that is the purpose 
of Dr. Govier's statement to the Commission and, 
if it is not, please tell me what is wrong with 
ies 

MR. HORTON: That may be the gist of 
what, Dr. Govier said to the Commission, but the 
point I was trying to make, Mr. Frawley, was that 
if syOu “are carerul you’ can. double up on thts 
4 trillion reserve of cushion gas, if that is the 
proper figure, but since the Alberta Utilities have 
first call under our gas adjustments, to us it 
becomes unnecessary to add to the reserves which 
we will have at all times to support our deliveries, 
another block of gas which we will call cushion 
gas. 

Q. I think we are doing two separate 
problems in arithmetic but, as far as I understand, 
Dr. Govier's evidence certainly could not arrive 
at the amount that we still exportable or expor= 
table today without taking into account the 3 or i} 
trillion feet of cushion gas he speaks of. [ 
will leave it at that. 

THE CHAIRMAN: That is, if you take 30 
years as your figure. 

MR. PATTILLO: Mr, Chairman, may I ask 
one question I think I should have asked before. 

Q. Mr. Horton, are there any officers 


of Pacific Gas & Electric or of these companies, 
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Alberta and Southern, Pacific Gas Transmission, 
S. & M., who are directors or officers of any of 
the producing companies from whom you propose to 
buy gas and, if so, who are they and what companies 
are they directors of? 

MR. HORTON: Me.  Black-Usva director of 
Shell O11 Company in the United States; our con- 
tracts here are with Canadian Shell, and other than 
that, to the best of my knowledge, Mr. Pattillo, 


none of our people who are officers and directors 


of the companies you have named are directors of 
the producing companies. 

Q. Now, are there any of the officers 
or directors of the producing company that are 
directors of any of the companies I have named, 


Alberta and Southern, S. & M., Pacific Transmission 


ORG PAs, Coabr re 

MR. HORTON: I think not, -no. 

MR. PATTILLO: Thank you. 

THE CHAIRMAN: Mr. Horton, I think that 
the members of the Commission have a few questions 
that they would like to ask for clarification and 
to get further information, and I do not think 


any one of us is quite sure who would be the right 


person to answer such a question. Perhaps, when 


the question is asked, it could be referred to 


the right person, Mr. MacKimmie. 


Q. Have you made, as yet, any tentative 
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or other application to the Federal Power Commis- 
Sion for an import permit? 

MR. HORTON: NOt Sa. 

THE CHAIRMAN: Would you propose to do 
so before any resolution had been made in Canada 
With respect to an export permit? 

MR. HORTON: Our plan, at the moment, 

Mr. Chairman, would be as soon as the Conservation 
Board has acted favourably on our application, we 
would then file with the appropriate regulatory 

body in Ottawa and with the Federal Power Commission, 
we would hope, more or less, simultaneously. That 
Ls .our present pian, 

THE CHAIRMAN: Well now, I think the 
Commission is prepared to take it as common know- 
ledge that the State of Texas, in the United states, 
is a very prosperous State in the American Union 
of staves. 

MR. HORTON: Vegans ui. 

THE CHAIRMAN: Could you or any member of 
your organization present here today tell us whether 
the export of gas from the State of Texas or from 
any of the other States has increased the price, 
in Texas or any of those other States, of gas tO 
the local consumer? 

MR. HORTON: I do not know, Me. Chairman; 
the field prices, of course, have gone up over 


the years as a result of the exportation of gas 
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and the fact that gas in the ground, with these 
increased demands, has caused it to reach its 
more intrinsic value. | 

LI just cannot say much more than that ex- 
cept to say to you, in California, at least, we 
know that the field price for gas is not the most 
Slgnificant component of cost in running services 
to the domestic consumer. With our other costs 
of distribution and administration, in general, 
taxes, both income and ad valorem and other com- 
ponents of cost, in total far exceed the field price. 

THE CHAIRMAN: It would be fair to say, 
would it not, or could you say from personal know- 
jedge, the price in States such as Texas, which are 
large exporting States, that there the price to 
the consumer, the local consumer, has increased con- 
siderably over the years? 

MR. HORTON : DP think thas, vperraps,. is 
so, but I cannot say, of my own knowledge or based 
on any studies that that is the result of increased 
prices in the field. You are assuming other FACCOLS . 
such as increased wages, increased taxes that have 
played such a large part in the increase to the 
domestic consumer that may have occurred during 
That period. 

THE CHAIRMAN: You would not say, then, 
the price, necessarily, had gone up in the expor- 


ting State any more than in some other State that 


; ee, ey 7 MAA! , i 
7 


a | a Se vin 28 + AMA, at hy Popes dos 
waa: I BOs! “ al C ora. oy ‘t, Moisi. on es ted? 7 


; ago Wess. sites fet t ae 2; 19. to anepea 18 ne enaeenieapee 


2, Seeito) wo, A61N, .” HeMaGo agspene, opt a 


om | 


“UFO, EEO HOw. EAD at bs. Doe, smo pnt. tod, _pansd 


Dey N epithe ase Es eed F 


is ras 4 as 
ed oF ae te 


|  feiensy. Ht fo Wartstatms eg, pong ange sb 30 | 


i 18 [oth os HeeQns, 182. [stos,.mt .sa0o To agnenog. i. 
~ 7 : s rach ieee es ee se aoe aes 7) 2 ae BE a; 


i + i ee ; A . . : : 
. "OT eee a sii ub siueused aiAcnrr rae | 
. -Woin C haceteg aa? Yee, | 
} eae too entra wld? oP ie a ay 
a ; a 
| o Bie FA , BEM or Bs fous. rt 
) Toa 5 eWelzie =r id 
] { } 
. 
. 2 an saree, bile af fad | 
O9. Pat ale ies MIEHOD ae “4 
teats a Tee Bee) 4 UE f 
7 


1, add Mobes, 2 , {WOTHOR i, Brrr ed “et 


iia i 28d tc BROS VON | WO 540 ee Be iets a oud. Ae a 


2%. ont ot ond. tard estbuta 48 AO 


‘ : 4s 


ears a EEO NS ote Se hoe ea 


Psesotonl to 2 
i a any 
- > é ‘ { 
| (PIO FORL. Sento se upees B. Sas OX. »Hiel® edgy ie Bsotmt. } 
& EAS : oo te ee Se a bieanr a 


Vad Jans foxes DSP R em oad, .eease Dea is te bon. 8s doug. 


oe ~ 


oy. OF SAB OTOL td gut ae ae Behe Howe. beveta. 
‘oie “et eet aa a1 ea fos 


SAP, DS ERG OR 8 en, ae. arty omega 923 core, 


eet | R BAO a 
- fe ‘ ey ; : ied 
«it alg ae 8 BED e OX. © 5 AMEND 


re 
eae Pe pusca= ie 


sper gis 2HOR. bat, ERE, <a 


ANGUS, STONEHOUSE & CO. LTD. 16 27 
TORONTO, ONTARIO ORs) ( 


was an importer? 

MR. HORTON : ‘As far as my opinion is con- 
eerpned, IL think that is a true statement. 

THE CHAIRMAN: Well now, to change the 
Subject, this morning you endeavoured to analyze for 
Mr. Pattillo the cost of getting an MCF of gas from 
your gathering system, from Alberta and Southern 
production down through the trunk line to S. & M. 
Coacne border ol the United States: Do. you recall 
that? 

MR. HORTON: Yes. 

THE CHAIRMAN: Would you be good enough, 
for the benefit of the Commission, to recapitulate 
that for us? 

MR. HORTON: You mean to trace --- 

THE CHAIRMAN: To re-state it because, 
as I recollect, you said -- and please correct me 
if I am wrong, because I am just going from memory 
-- you said that the Alberta Trunk would add part 
of its cost of transmission -- would include a 
7 1/2 per cent return on its rate base, and you 
contemplate the same thing for S. & M., and I 
would like to start and trace that down and tell 
us what you would estimate those elements of 
cost to be; the 7 1/2 per cent on the rate base 
for Alberta Trunk and the 7 1/2 per cent on the 


rate base for S. & M. 


MR. HORTON: I think Me. Moulton has those 


ay | & 
aT 


ee 


uoetn oer, 


ae 
PUR SS 


i 
r <3 MY THe 
ae ee itt 7 


aw ut sritey, AON 


i) woh B OF onde thas: eae wey hwog soatouborg | 


ae . : ‘ one 


: 4 . 
| faa hese Tabtod ont, oF 
7 . iB Lechame wien | 

ui j ‘ ee, 
| Se ; 
i ; Tged 
a ; Sets 

a, i 
~ _! 
LAr) 
ae c ; OTe th ae 
] ? : 

Pe a 7 - " re ‘pal , 
ie H 5 r * j ‘ veeDi7i x te Wa: 
: eee 

; | . ’ 
i | Neda ls ah A Na ayoO! alt. to themed att 20% 
1 , + vO i. jet rs <7 ; ot ea em hei, ee bore: MG aay Se 
if, v< ms 7 fi hb ct U 
ns Tad to. 2aag 7 
i pigiere 8 - Sime i 
é i oo qi Bess! ; 
7 . am | 
i i] 
. Ve 4 co an Bet ; ~ eae’ | 
| : au ue bet . t 
7 { 

; ; BN ae ~ ‘ a ~ ins 3 6 
y ; ; 4 So Sec ec Gay | Eg om OPE pi 4 veh Det ak PRR d 

yo 
qo 

‘ aa 4 ry = oy \. 

Soe aad hes ‘tq Gag «« yoy ,toallovest tee 
: +. es ae a A te 
\ ie rf 

Wy " * ‘ ey > 
ae | 

oy - sf seer oF + 
Mi ireert 

, 


; , “! {2 
PLO APART TSO 


\ 


ANGUS, STONEHOUSE & CO. LTD. 1638 
TORONTO, ONTARIO 


Digures. 

THE CHAIRMAN: Thank you. 

MR. MOULTON: Mr. Chairman, the evidence 
shows that our estimate of what Trunk Line would 
1nvest In the, facilities to pick up gas at the 
Various tlelds and transport it to the Alberta 
Canadian border or, as to the 30 million, to the 
Montana border, is, in round figures, $95,535,000 
with depreciation at the rate of 4 per cent per 
annum under the usual rate base method of proce- 
dure; in the first year, one-half a year's depre- 
eiation would be deducted so that in the second 
year OL operavion -£ 1/2 vear's, and SO/0n. 10; 
deducting 1/2 year's depreciation it amounts to 
about $1,900,000 and adding our estimate of work- 
ing cash capital of $500,000 results in a first year 
rate base of about $94,000,000 on which 7 1/2 per 
cent return would be $7,100,000. 

Le (eh a tees: CLT. 

THE CHATRMAN : Yes, except that I would 
like that related to an MCF of gas, having regard 
to the volume you would be putting through at 90 
per cent, 1s 1%, load factor? 

MR. MOULTON: Yes. Sir. 

THE CHAIRMAN: In other words, I do not 
think it would be too difficult a calculation if 
one had the costs there. You end up at the border 


with a cost of your MCF of gas somewhere in the 
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VWaUCLOie V.OtecO? was) lb recall At. 

MR, MOULTON: Les sit, 

THE CHAIRMAN: And you stated that in- 
cluded the figure to Alberta -- to the Trunk Line 
-- it does include 7 1/2 per cent of Alberta Trunk's 
rate base? 

New MOULTON: . Yes, sir. oThes total estimated 
cost, as shown on the table in the back of this Tab P, 
to which reference has been made, shows the esti- 
mated cost in the first year of operation of Alberta 
Gas Trunk Line to be a total of $15,394,000, or an 
average, for the volume of gas handled, 9.4¢ per 
MCF. Of that $15 million, about $7 million repre- 
sents a return on the Trunk Line investment. he 
difference between the $15,394,000 and the $7,100,000 
would be operation and maintenance expenses of the 
Trunk Line system, depreciation and taxes. SOs7 On 
Ethel basis por +a. total, cost of 9.4¢, (the pertionsof 
that which would be a return on the Trunk Line in- 
vestment would be in the ratio of, approximately, 
7/15ths of the total, or not far from 4 1/2¢ per 
MCF as representing the part of the cost attribu- 
table to the Trunk Line earning 7 1/2 per cent on 
its invested capital. 

THE CHAIRMAN : Right. Then you have the 
same figures or calculation, rather, for De toe M, 

MR. MOULTON: Yes, Sir. The S. & M. in- 


vestment is, approximately, $38 million and the 
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return on that. at..7 1/2 per cent is, approximately, 
$2,900,000. Again, the exhibit shows the total 
Cogta- of Oy. SoM, ie okecn, and the corresponding 
unit cost of 4.2¢ per MCF. The S. & M. return of 
$2,900,000 compares to the total cost of $6,200,000, 
thererore,,. the, return element,in the first year of 
operation represents about 2¢ per MCF, 

THE CHAIRMAN: Thank you. Am I right 
in taking the 14.43¢ as the starting point on the 
figures you gave us this morning? 

MR. MOULTON: Yes, sir, that is the esti- 
mated price to be paid for the gas purchased in the 
Lirst year. 

THE CHAIRMAN: Just so that it will be 
entirely clear, ..do not want.to press,.it, put 
Just SO etneateipmwigl be entirely clear wou. add 
T4243, Qvtteand $y2 and cet the estimated, cost of 
the gas to the border inclusive of a 7 1/2 per 
cent return on the rate base to the Trunk Line, 
and the same rate return on the rate base to S. & 
M, Limited? 

MR. MOULTON: VOC, eles 

THE CHAIRMAN: That is 28.08¢? 

MR. MOULTON: Yes, and if we refer back 
to the table, there is an allowance of .68¢ for 
the purchasing and metering costs of Alberta and 
Southern that is not any return on investment; 
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THE CHAIRMAN: That is included in the 
28.08 figure? 

MR. MOULTON: That would be added to 
One Co,0o; 1t 1s 20.76, and the exhibit showe 20.75. 

THE CHAIRMAN: , So you get 28.76, dead --- 

MR. MOULTON: Dead reckoning, yes. 

THE CHAIRMAN: Then, without any rettrn 
on the rate base to either transmission company, 
you would deduct 6 1/2¢ from that? 

MR. MOULTON: About that. 

THE CHAIRMAN: 6.50, give or take 1/10th 
or Something of a cent. RLPAG? 

MR. MOULTON: Yes, 

THE CHAIRMAN: po you then come up with 
22.26¢ at the border, am I right, per MCF of gas? 

MR. MOULTON: Vesa to La. 

THE CHAIRMAN: Thank you very much. Now, 
I wonder, while we have Mr. Black here, if the 
Commission could get the benerit of his vast exper- 
fence*in the Puplie -UtLlity field, particulary in 
the distribution of natural gas and the transmis- 
sion of natural gas in the United States. ie re 
is a question which I would like to put to him, 

Mr. MacKimmie, if Mc. Black does not mind. 

MR. MacKIMMIE: I am sure Mr. Black would 
be delighted to give what help he can. 

THE CHAIRMAN: Mr. Black, having regard 


to what I said, in your long lifetime of eperience 
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in the distribution of natural gs in your country 
and the transmission of gas, would you be good 
enough to give us ie opinion as to whether or 
not the Federal Power Commission in the United 
puaves and 1ts reculatory authority has had 4 
beneficial effect on the industry as a whole, and, 
also, on the consumer and on the producer of gas, 
in your country? 

MR. BLACK: This is a rather --- 

THE CHATRMAN: It is a pretty broad ques- 
t1on, buco I would like you to be as frank as you 
can: 

MR. BLACK: I think, on balance, the 
answer would be yes, certainly, the Federal Power 
Commission of the gas business under the Gas Act 
has provided -- has created some problems in res- 
pect to what might be considered dual regulation 
as between State Commissions and the Federal Power 
Commission; it has created some problems, or, 
some problems have been created for it by court 
decisions in respect to the admitted regulation 
of prices in the field -- production. I do not 
think that has been completely resolved yet. It 
is an area which our Commission evidently felt 
they should not occupy, but they have been Doe 
by the courts they must take jurisdiction over 
these field prices. In inter-state operation of 


pipelines, some sort of machinery, I think, would 
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have bad to have been set up and, as of today, I 
do not know of any better way to have done it than 
has been done by the Act, which gave the Federal 
Power Commission jurisdiction over inter-state 
operations of pipeline companies and distribution 
companies and, apparently, also has given them 
JUCeoadLCoLOn Over Llela Prices, arainst. thee 
better judgment. 

THE CHAIRMAN: HO, In spite or having Gc 
live under the system, you feel, undoubtedly, 17 
bas been beneficial to industry as well 2s) to the 
comsumer and the producer? 

MR. BLACK: Decnink So, but 2o Nass cox: 
course, created a great many problems and they are 
HOG all Solved yes. 

THE CHATRMAN: But without it, there might 
have been more problems? 

MR. BLACK: L think thav is probably cor= 
rect. We have, for instance, an overlapping of 
jurisdiction where we buy gas from out-of-state. 
The Federal Power Commission and the California 
Public Commission both have jurisdiction over our 
Goncract, Bt the spate line. That jurLsdievicn may 
lead into further duplication and, I am sure, that 
not all of them have been entirely cleared up as 
yet, but on the whole we have been able to work with 
the problem, and I think the results have been 
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THE CHATRMAN: I asked this question 
the other day, I think, of Mr. Kayser when he was 
here: Was there not ee danger that once gas is 
exported to a particular area Rie a perLod sor 
20 years, or whatever the time of the permit may 
be, that tended to become a source of supply in 
which the people felt they had a vested interest? 
My recollection of Mr. Kayser's answer was that he 
was disposed to agree with that and cautioned that 
it would be wise in exporting energy of this kind 
to consider the type of market into which it was 
going. Presumably, I suppose to what he was re- 
ferrineg was... if. Lt wasgoing to an winea where 
laree: industries. were,golng to be, established? on 
the basis of its existence rather, thansacresiden- 
tialsarea,.and so. on. Wou 

Would you care to give the Commission your 
views on that? 

MR. BLACK: If the sole source was inter- 
rupted, I think some such result might be antici- 
pated. In our situation we have not only the 
California-.sourece; but we have, outside of ;Cali= 
fornia, one source at the present time, md I would 
think, as applied to this particular project that. 
we are discussing, if we know at the beginning what 
the terms of the export permit are, which, of 
course, we would know, our financing, our rates 


are set on that basis and if near the end of that 
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term -- and that is a decision that would not be 
made overnight -- it would be foreseen by both 
sellers and purchasers years ahead of that time, 

if they were alert -- when the time came that it 
was necessary to discontinue that source of supply, 
for a valid reason, and the only one I can think 
of is that the supply was needed in Canada, I can 
see. no problems whatsoever of a public relations 
nature, 

I can see many problems ahead for our suc- 
Ccassor, gas andvelectric companies in. arranging their 
Ao Lole so oO. meet such ‘an event. if it vook place, 
it would not be a matter we would wake up to some 
morning and find we had to do something about it 
the next night. Tov phat. extent. | am errata oT 
would have to disagree with the conclusion you 
Stave. 

THE CHAIRMAN: Thank you very much, sir. 

MR. FRAWLEY: Ae thie matter of FP.c. 
regulation is more than of passing interest to me, 
EL would like to aski.come questions, 1f LL may? 

THE CHATRMAN: IT do not think Mr. Black 
wants to get himself -- and I do not intend to put 
him into a position where he is going to be cross- 
examined on the F.P.C. regulations, Mr. Frawley. 


I hope you did not have that in mind. 
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Mai. FRAWLEY: Q. I would like to know 
how far the F.P.C. regulation goes, and I am only 
thinking of one thing, the regulation for field 
prices. Do I undérstand that Pacific Gas & Blec- 
tric is regulated by the’ F.P sc. "because tis 
engaged in inter-state transmission of gas? 

MR. BLACK: No; Mrs Frawley. “Pacific 
Gas'& Electric is regulated by the California 
Public Utility Commission but, with respect to 
contracts we may make for the importation of out- 
of-state gas, the Federal Power Commission has 
JurLsdietion over that. 

Q. Then ini the. case of Bil Paso, for in- 
Stance, because it is delivering out-of-state gas 
to your company, those transactions are the sub- 
ject of the Federal Power Commission regulations? 

MR. BLACK: thet: Ls Correct. 

Q. Is the price at which you pay El 
Paso regulated by the FP <P lc. ? 

MR. BLACK: Yee sit. 

Q. Is that one of the things you say 
has given rise to problems which have not yet 
been solved? 

MR. BLACK: No, I wouldn't think so. 
That is within the normal problems of all regu- 
lation. 

Q. The gas-producing States then have 


to’ deal with the FePpcc. in the matter or regula- 
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tion of field price? 
MR. BLACK: Now you are talking about 


field price. 


Q. Yes. 
MR. BLACK: I am not competent to 


answer your question on that. 


Q. Perhaps I could ask a further ques- 


Loni Coes Ges PC. PHUrDOrt. LOsmeeu late the 


Cie ldwprice? 

MR, BLACK: they were told by the Courts 
that that is one of their obligations. What they 
have beerrable to do about it I am not competent 
to answer. 


Q. Do you know whether they have started 


Brinn tO, GO Chat? 
MR. BLACK: idon't think 2 can answer 


bhacs 


MR. FRAWLEY: Well, I did not want to go 
any further into it than that. 

THE CHAIRMAN: Gan vou tell us, anes 
few words, what the so-called Memphis case is 
about? 

MR. BLACK: I think that is a lawyer's 


question.) \Mr. (Peterson is-here and he, can pro- 


bably answer it. 
THE CHAIRMAN: I think the Commission 
would like to know. I think we have a general 


idea but we would like to hear about it. 
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MR. BLACK: I will give the layman's 
VEPSUOM POL 1 Ti. 


THE CHAIRMAN: That is all we want. 


MR. BLACK: the Natural Gas Act has its 
own procedure for the determination of rates. One 
Je Similar’ to that.of the California Public. Uti1i~ 
ties Commission, where, however, the fields wanting 
an adjustment come in and make an application to 
the Commission, in which there is a hearing and 
all interested parties involved take part in the 
hearing and the Commission makes a decision. 

The other procedure, under the Natural 


Gas Act, is that the pipeline company can give 


notice to the Federal Power Commission when it 

desires to increase a rate by so much and file a 

new tariff. After an interval of -- may I check 

with Mr. Peterson on the duration of the interval? 
THE CHAIRMAN: Certainly. 


MR, BLACK: After an interval of Six 


months, maximum, and if the Power Commission does 
net object, or if it does objeet, the rate becomes 
SrLeCuLve, 

If the Power Commission is not satisfied 


with the rate, it becomes effective under the 


requirement that when the formal hearing and for- 
mal decision of the Commission has been made, that 
if a refund is in order to the pipeline company's 


consumers, it will be made. 
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That Ls the procedure that has been fol- 
lowed by the pipeline companies in obtaining rate 
inereases. 

ie supreme Court Nas sad that, in whe 
absence of a unanimous consent of all the consumers 
of the pipeline, that is not the proper procedure 
to follow. 

Me. Peversom has correeted mey fhay is 
a Circuit Court decision, now on appeal to the 
Supreme Court. 

Lois purely a question as. to Wwabkehn as 
the ‘proper procedure. If pipeline companies are 
Pecuerea vO Lay a Cage elore the rate goes ined 
efrect, Lv may be what they will have to cake 4 
little punishment on earnings. DP thinks; actuaLly, 
De hase very Little %o Oo with matters’ here except 
the validity of those decisions which have already 
been made and which the Circuit Court says is an 
improper procedure. 

Tam over’ my head a, little bru, Mre=sChaix= 
man. 

THE CHALRMAN: JUSEC. CO" Dire ior Lee Ly, 
it has put things in a turmoil, in industry. Thank 
you. 

MR. BLACK: There is one other point I 
would like to touch on, Mr. Chairman. We have 
fatdurtron the tncéeption Of this project, of jours), 


that we have recognized the prior position Of 
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Canadian customers, not only Alberta customers 
but Canadian customers.’ We tried to conduct 
ourselves in such a way that we would not inter- 
fere with the operation of that policy in respect 
to local customers and in respect to customers 
who might be served by the Trans-Canada Pipe Line. 

I have just learned that -- probably I 
am behind in the procession -- that a new survey 
by Trans-Canada Pipe Line Company of their Canadian 
market increases the amount of gas they feel they 
should buy something in the order of 100 million 
w® 200 million feet in order to take care of those 
markets. 

that LOOsmiiat onto 200 milivons cubic: feey 
is in addition to the amounts which we understood 
were sufficient to afford Trans-Canada's needs in 
the immediate future. 

As a specific matter, we want the Commis- 
Sion to know that we wish and will co-operate with 
Trans-Canada in the arranging for their acquisi- 
tion or the 100 miblion cto ZOO MI Lion reer per =day 
that they have indicated that they require for 
this purpose from gas presumably uncommitted in 
Alberta and from gas we presently or potentially 
have on contract, over and above the 450 million 
cubic feet a day necessary to get our project 
launched. 


The gas which may be desired for this 
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purpose and in this amount, of course, wild take 
DiELorliuy over any future additional export re- 
Guirements of Alberta and Southern, 

THE CHATRMAN: Thank you very, very much 
for that statement. The Commission is very happy 
to know that, Mr. Black, and we appreciate the 
Spirit in.which it.is made. 

MR. BLACK: thanks you, sit... On -behalt 
Of myself, and.my associates I want to express our 
very deep appreciation of the courtesy and 
patience with which you and your associates have 
heard us during Bhis presentation. 

DHE, CHATRMAN:. (hank wyoOW, “Sir. 

i do not Think vour eassociaces: sare a1 
bhrouch yet... lL think, some of the members of the 
Commission.have. some further questions. 

Dr. Hardy, have you some questions? 

MR. COMMISSIONER HARDY: Mr. Chairman, 
IL would like to ask a question of Mr. Horton. 

On page 20 of the brief there is a section 
on the benefits to gas consumers of Alberta and 
there are a few benefits listed under numbers, and 
in paragraph one it states, "A long-term gas 
supply is proided at an advantageous price." 

Now, as I have followed the briefs and 
the testimony that has been given, I am quite 
satisfied with the statement as to the long-term 


supply; but on the second statement, "at an 
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advantageous price," and reading the pyeLet. Vou 
could come to a numberof conclusions as to just 
what the advantages are, and there seems to be 
some doubt as to whether any of those advantages 
are concerned with the absolute price to the 
Alberta consumer. 

I was wondering if Mr, Horton could amplify 
for’ a bit. as to: the main points. they had in mind in 
making this statement as to advantageous price. 

MR. HORTON: What I intended to convey, 
Mr, Hardy, is that in order to obtain a long-term 
COGua SUDD LYK Ory the use,.of the, localiutilicies and, 
in. Gurn, their customers, you have to either do 
itv by convracting for the gas or by purchasing eas 
ii Une) enoundy. andere Ghanksthe- Jdattereds: sasisy. 
disposed of as being a very expensive way to ob- 
tain long-term gas supplies. 

DO, wurning LO the matter of. contract, as 
distinguished from purchasing in the ground, it 
is our judgment that if the local utilities had 
to firm up their long-term gas supply by contract, 
in a way that would affect their load factor re- 
quirements, doing so for their own account, they, 
of necessity would have to pay a higher price 
to producers than that which we are able to pay 
because of our high load factor operation, and, 
to that extent, since we then will turn around 


and re-sell the gas to them, at cost, they got 
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the direct advantage of the lower price that comes 
from a high load factor purchase arrangement. 

Now, that 1s my conclusion. 

MR. COMMISSIONER HARDY: Thank you. 

Wigite Qa Micheal 

MR. COMMISSIONER HOWLAND: Could I fol-~ 
low through a little more on that question? 

An estimate by Dr. Harries, I think, indi- 
cated that over a period up to 1965, income per 
family in Alberta was going up by $228.22, which 
Poe OCU calculation. 'WMhav should bey vor —nouid 
it mot be, balanced by this increased consumer 
COSt? 

MR. HORTON: Wes. | Sirs. Lf wourortiiank (so. 

MR. COMMISSIONER HOWLAND: It is not a 
balanced figure, in other words? 

MR. MacKIMMIE : tL wonder air Drs Harries 
might not be here to answer that, sir? 

DR. HARRIS’ I think, sir, 2 eepende 
on what adjustment you make in increasing the price 
as arresult Cf vex por, Certain ty, Loseur Opanlom, 
as-of this time “there has been no Increase in 
the domestic price as a result of export. Whether, 
in the future there would be is a matter that we 
do not have an opinion on because we have not 
studred it. 

MR. COMMISSIONER HOWLAND: You make an 


estimate on the other side and should you nov make 
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an estimate on the other one and then balance LG 
or do you not think that prices will BO UF 

DR. HARRIES: I can only repeat what I 
have said, sir. In our opinion they have not run 
up to this point. We have not studied the matter 


as to the future. 


MR. COMMISSIONER HOWLAND: There serene 
other question, while yourare there, Lf you,weuld 
not mind, Dr. Harries: 

In the measuring of the impact of exported 
gas on the Provincial economy, would you feel that 
-- maybe I cannot ask you this, because you did not 
aocwer wone ouner one, bul will “trey 2, 12 2 mays 

Would you think you should have a look at 
the possibility of rising prices to the producer? 


You tend to divert gas into the high-priced markets, 


high-priced uses, away from low-priced uses? 
tT am thinking that in parts of Alberta, 


apparently, you cannot afford to burn oil for 


space heating or coal for power generation. Would 
the fact of higher prices tend to lead to a 
different type of allocation of energy resources? 


DR. HARRIES: Yes, there does not seem 


to be any doubt that there will be a structural 
change. Energy sources within Alberta and, indeed, 
within Canada has a result on export; but the 


magnitude of any change, sir, I could not estimate 


because we have not studied it. 
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MR. COMMISSIONER HOWLAND: Just a couple 
more questions, Mr. Chairman, if-Ircmay. 

It was very Sane Senne Mey Horton, "to 
the discussions about the pricing system of gas 
iromvAlbertavand Southern; right down t6??.G@s (G2. 
It was impressive to find that you had been from 
Alberta Southern and making a profit. You have been 
asked to climb all over the place in answering 
questions. Can you climb over and become a 
Canadian for a moment and tell me whether it is 
a most desirable arrangement from the point of view 
of the Canadian economy? 

TR ee HORVEON § ram nov sure, ti -Howland; 
I understand the question. 

MR. COMMISSIONER HOWLAND: Let’ me put it 
quite frankly; I am not trying to hide anything, 

I am looking at it from the taxation point of 
view. 

MAG HORDONS = Yes5 Dsees 

MR. COMMISSIONER HOWLAND: That if you 
were making a profit in Canada, Alberta and Southern, 
maybe Canada ought to collect some tax. IT am not 
arguing that aspect. I am asking whether you have 
considered this aspect? 

MR. HORTON: I see your question now, and 
all I can say is that the design of the contractual 
arrangement was not set up forthe’ purpose’ of re- 


ducing our taxes in Canada. Rather it was the 
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result of the fact -- well, there are two reasons; 
one, we knew that the Federal Power Commission 
would require Pacific ae Transmission to estab- 
ite CS Paves “in carly years on. the cost ef, the 
service base because they didn't have any previous 
experience to ¢O. on to permit rate royalties to 
Devestabli shed in. any other way, .and thav. being 
SO we thought we should carry that concept right 
back to the field system, the cost really would 
be paid and passed on to the gas company, and as 
iP Boave Sad earlier as: Tar as PVG. Bo wes, con— 
cerned it was interested in paying the cost and 
no more. So that there seems to be little point 
in Gryine. to buULIO.into Alberta and southern, the 
producing company, an element of profit because 
what profits are made were just turned back in 
dividends to Tite varent company, ~che FG. « B., 
and at the same time increased the cost of gas. 
MR. COMMISSIONER HOWLAND: Just one 
other question: the 49¢ price, as you calculated 
Gio. be at. Antioch, this ts, 1 eather.  VvVerveiareein, 
the reflection of increasing demand, as it were? 
MR. HORTON: Wem 
MR. COMMISSIONER HOWLAND: Does it re- 
flect also, or to what extent does it reflect 
the reserve situation that you are facing there 
in California? What I am getting at is, it 


possibly could reflect a shortage of reserves, 
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rorseeable reserves at that price? 

MR. HORTON: ‘Well, indirectly I suppose 
the answer is yes because we are short of gas; 
our supplies in California are declining; the 
volume we expect to obtain from El Paso in future 
will remain fairly constant as we see it, and 
therefore we have to come to Canada to augment 
these supplies and it has cost us more money, 
namely, 49¢ in initial years. If, on the other 
hand, the California reserves were increasing 
rather than decreasing, perhaps we wouldn't have 
to consider this move. 

MR. COMMISSIONER HOWLAND: That is our 
good. rortune, Ly cacner > 

MR s HORTON? L*think ’so, 

MR. COMMISSIONER CUSHING: Lewould, Like 
to come back to the question the Chairman asked 
you, Mr. Horton, about the Federal Power Commission 
andvask you"first) is*there any regulated time 
schedule of the F.P.C. in the processing of appli- 
cations? Why I ask that is that in other sub- 
missions before our Commission it has been indi- 
cated that it is rather a lengthy process. Maybe 
that's what Mr. Black was referring to when he 
said it created a problem. Well, in your state- 
ment, in your scheduling you would apparently 
anticipate that all these problems would be cleaned 


up by the end of 1958 so you could start construc- 
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tion early in 1959? 

MR. HORTON: That is our hope, Mr. 
Cushing. There are those who, in addition to 
ourselves, I suppose, that have had experience 
with the Federal Power Commission that would 
indicate they didn't always move as quickly as 
you would hope. 

MR. COMMISSIONER CUSHING: Certainly this 
would be complicated even more so if there happened 
bo (De intervenor: 

MR. HORTON : I would think so. 

MR. COMMISSIONER CUSHING: So there might 
be a question mark put behind this matter of being 
able to start construction early in 19597 

MR. HORTON: Yes, Lt is by no means sure; 
thaG is our targec, 

MR. COMMISSIONER CUSHING: I thought it 
was made clear from the questioning -- it is not 
in your submission -- that you are serving as a 
purchasing agent, if I might use that term, for 
the Alberta utility companies. I think that came 
out in the questioning this morning and by so 
doing you are providing a service to the utility 
companies in this Province. Isn't that right? 

MR. HORTON: I think that is fairly well 
put. 

MR. COMMISSIONER CUSHING: I don't recall 


any price being quoted for the Pembina price. Is 
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there a price established for Pembina? 

MR. HORTON: Our tield price in Pembina 
us. eD0uL 15 per cent below the price schedule that 
Me. Moulton reac into the record for dry gas -at 
the operating treating plant. The reason for 
that is that the Pembina gas rate of production is 
Merely a, 0roducyt or dow fast the oi] “comes out of 
the. ground, We have no guarantee of any delivery 
rates or, indeed, delivery. So we price it at 
about 15 per cent less than that schedule. 

MR. COMMISSIONER CUSHING: And aller 
that production, as I understand from the submis- 
sion of the utility companies the other day, is 
designated for the utility companies. Lsn’: that 
right? 

MR. HORTON: I would answer you in this 
way, that at the moment, or I should say this year 
Shids. Urigl | SUChO ae ine 2S OUP IrO lect ts inespelng., 
the Northwestern Utility will physically take that 
gas; You i eit ecsy bots teouUR Meeds., We have a 
contract and then eae project is in being 
Pembina gas may or may not physically be that which 
goes into their system to meet any deficiency they 
might have. 

MR. COMMISSIONER CUSHING: ies een ile EAE 
be owned by Alberta Southern in the trunk line 
and be hard to know whether the Pembina gas got 


to. Edmonton or not? 
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MR. HORTON: That is correct. 

MR. COMMISSIONER CUSHING: On page 17 -- 
these are some of the results of your project again, 
number 2 paragraph -- Dr. Howland dealt with this; 
it is a page about the calculation for these eight 
years, "$228.22 per year for every family for the 
next eight years." The same question prevails 
in item 6 and 9, the page where you calculate the 
Provincial government revenues from royalties for 
the period 1958 to 1965. Is there any signifi- 
cance to that 8-year period? 

MR. HORTON: The, only sieniti cance: at 
aid, isithat do believe: these were our instructions 
tof Die Harries, just to take at least some reason- 
able initial period and to meter the impact, and 
the assumption was that it would be fair to take 
thats asl ansandication over the, leneth of the project 
of what the benefits might be; it was purely arbdi- 
trary. 

MR. COMMISSION@R CUSHING: Certainly if 
there was no change in Provincial government 
royalty rights it would carry on for the term of 
the contract, wouldn't it? 

MR. HORTON: Yes, indeed. 

MR. COMMISSIONER CUSHING: Just one other 
question: on page 19 under item 8 you say, 
"Remaining after adjusting for payments from 


Canada to the U.S.". This is the flow of money 
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for the gas from the United States to Canada. 
I wondered why you had said just what you did 
there in brackets? 

MR. HORTON: The season for thaw is 
that actually I think one of the exhibits shows 
Pacific Gas Transmission will be paying to Alberta 
and Southern for the gas it sells at the inter- 
national border something like $46 million per 
year, but upon analysis we find that all of the 
$46 million doesn't stay in Canada. Therefore 
it wouldn't be proper to give full credit of that 
amount in creating a trade balance. So it is the 
net figure after analyzing the various components 
of that cost. 

MR. COMMISSIONER CUSHING: Why wouldn't 
the $146 million stay in Canada? Where would it go? 
This, L understand, is over the life of ‘the contract. 
It is the payment flowing from the United States 
to Canada for the gas? 

MR. HORTON: Yes. 

MR. COMMISSIONER CUSHING: Over the life 
of the contract? 

MR. HORTON: Yeqs 

MR. COMMISSIONER CUSHING: Now, you 
figure the gross would be $46 million. It would 
appear, then, that there is $23 million going to 
flow for the adjusting payment from Canada to the 


United States? 
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THE CHAIRMAN: There will be a dividend 
On triere, a dividend, earned interest --- 

MR. HORTON: Yes, that is correct, earned 
interest, and some of the components of that nature, 

that we-don't feel it would be fair to stay here 
in Canada. 

MR. COMMISSIONER CUSHING: I see. Actually 
the gross value of the gas would be approximately 
double this $23 million? 

Min HORTONS: Theat: 2s-correcr. 

MR. COMMISSIONER CUSHING: Thank you. 

MR, COMMISSIONER BRITNELL: Just points 
of clarification; this is on pages 7 and 8, para- 
graphs 4 and 5 of the section on corporate functions. 
L gather from these sections that 5S. & M. may re- 
transport the gas for Alberta and Southern, that is, 
it doesn't get into the business of buying or 
selling gas at all? 

MR. HORPONS) | That. vercorrecs. 

MR. COMMISSIONER BRITNELL: Well, you 
have across the border the Pacific Gas Transmis- 
sion Company apparently buys gas from Alberta and 
Southern, transports it for the length of its pipe- 
limes then sells the cas to P.G, ch. 2 merely 
wondered why the difference in approach south of 
as against north of the border, trie 25, Way 
P.G. & E. does not perform this function in exactly 


the same manner as S. & M.? 
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MR. HORTON: My recollection is that one 
time we really did consider that Pacific Gas & 
Electric Company might buy the gas at the inter- 
national boundary and have it transported for it 
through Pacific Gas Transmission. However, upon 
examination we fourd that if it was handled in 
that manner it might very well put Pacific Electric 
& Gas Company under the complete jurisdiction of 
the Federal Power Commission and get back, get 
right back into this dual regulation that has been 
discussed here today. So it seems that exactly 
the same purpose could be accomplished by shaping 
it. up in the way we did. 

MR. FRAWLEY: Oy UP iGevtce h.. cdeesn' ¢ 
particulariy like *the F.P.C. jurisdiction? 

MR. HORTON: No, I wouldn't say that. 

We don't like dual regulation; that is time- 
consuming and costly. 

MR. COMMISSIONER BRITNELL: I think I 
must have missed something on the way, despite 
the assistance of my good friend, Mr. Frawley. 

I understand that Canadian gas delivered at 
Antioch to the coast in the neighbourhood of 49¢ 
as against gas from El Paso at 34¢. So that 
Canadian gas on this arithmetic would be more ex- 
pensive by about 15¢, and I wondered whether the 
difference isn't a fairly heavy price to pay for 


what is no more than a measure of independence 


nats ary el me A: 


a0 = wid fay PP oe 
4 ae a ci ett aie 


me 
. 1190 THe xeb1sH08 Bi 

| eg eecan. me 

4 orate. Sebt oS) Big Det ee edgier sha b 

# yuo gas Rae eRe dm tee har a inne sine thy 


h lot Waduagenaae Th. nyolt | bE grsboarod | hangtane 
‘ 7 G Beet Pav ie . 7 s¢ EP ears ee a 

LR eM, a tack beer rawonad 

a Pt OR SP wis TAN a te Micaae Oe Eee eee Rees 

Dethitect, maw) Pee. eae oe wot ow tip it animes 


“55 : fa te : 
4) Sots she my oes) pe ae ed > r og = wrt 
“ashen y TN eo pe hy Se Sistah, dss Oe Le 


ASI SPL Aves tee. (lan wre ants tm sd torus tert 


Bey tlt magia te ers es Lo 
. m0 * Mes aes 


Pa 
ne 
ae 


“a Oe ties 


- ° of ae 
2 = 
ms, Fo Dri mip ea! Cree). eS Sumy iy Vs sane? ep) vw 


a 
‘ 
Ls 


dial 
- ‘ : ey es dice Syne anak: = caenie oe We Se atit ae) re ee , 
tied sam. Bris Sere Dsi) bee vet arabe" odd 
i 4 Ari : Tk | Se De eine Ss Mya» alae he ss tok Per ne Ss 
} ; z, ey Pooley Mana d Ne all ie On fo 
: . 
i” - N { 
i pi ’ : i) H A Tas a ‘Oye ' O80 i 
i J ’ 
f i tant P cae t Qh ra eehot ‘pderd bas aauces® 
§ 5 "i a ~ ” 
: " 
: * ae ‘ » 
i say G2 
eo ese B. a 
) 
4 
' a+ 
; SPU ae 
¢ , 
a 
a a 
' 
; 
‘ iy 
i 7 | 
te 
/ -., 
ee 
os ‘ 
¢ hs 
: " 
r 
: id a . 
se . 
- A . 
certs fl = 
. te 
i } rab) 
ei | SO ge Bt tues aries ek ian Een rears tire AAT Wh cant ek 
iy? : £ sa s 
‘whe vie one 2 nom fee. Seritans “es 
ist a aes Be ar ‘“ - : ; 
a cu teow phy omeiege elas 2G 
OS 3 
ES : Bre : spur TF. ia 1 ee ie ao) Saou ah ~~ ASS RR en ne faces 
: ' . s i henge ora ¢ e 
i { arts 4 7 Tor Fry J itis -« wile Tin Js hie ov tuned 
Se ' ‘ Ne 7 : i . 
roe ey PEAS ox) PAA Be Med rate woe : fee ey a ee Wie FE ty 
R hy 
of vay ot, soda vba Wa tai a: ua poate 
i? ae e 
WH lg BA oy a oa Dntegh, Fy » ‘mh ut fae SiPnAe a ta 
eS MO MECN rs lar oe ee Ee 
hj & ws ~ oud ss ¢ 
D IBECS Sone, = mbit orci Cut ¥. 
ye od - . ext 
‘e * PIE i :#, ra Sc th 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 166 4 


from El Paso and, in other words, whether the 
California Utilities Commission would consider it 
reasonable to bring in Canadian gas at 49¢ so 
long aS gas was available at a lower figure or 

at some figure between 34¢ and 49¢, which might 
stimulate the development of reserves in other 
precincts closer to the market? 

MR. HORTON: Well, sir, that is a very 
good question, and [ think the answer to it is 
Grobably something dike this: injihe first place, 
we don't think that the 49¢ delivery price in the 
Bay area necessarily is an enduring fact. It 
would be our hope that as time goes on the stimu- 
lus that would come from this project would permit 
you here in Canada to see your way clear to permit 
us to enlarge the take, that is, gas surplus in 
Canada, as we have stated. When we do that we 
will adjust our transmission cost to a point where 
it might be something like 40¢; that is part of 
it. The other part of the answer is we think that 
both the Califomia and Public Utilities Commission 
and the Federal Power Commission will give very, 
very serious consideration to the real value of 
this project to us on the basis that it is simply 
good business not to have all your eggs in one 
basket, whether you are talking about natural gas 


or bread or anything else. 
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[t isa Jittie bit more than just: being 
a second source of supply in Canada as compared to 
the supply we are now getting from El Paso. We 


think both of those regulatory bodies will agree 


with us that there is a real value to having a 
direct contact with the producer through pipeline 
facilities that are under our control. We have 
found that that can be very, very important. 

You might say, "Well, supposing you get 
this additional supply of gas from El Paso through 
the Pacific Northwest and Westcoast systems from 
Canada, another Canadian source of supply." But 
we were dealing with these producers and, when 
there is a time when we do not have any supply 
%etTween those different sources, we place a 
charge on that; and, finally, from a third stand- 
point, I should say we have no assurance at all 
that the present 34-cent price of El Paso in 
the Bay area will stay where it is. irae its Keres 
the history has been that it has increased year 
OM. year. 

THE CHAIRMAN: Thank you very much. 
Your comments have been very welcome indeed. 

MR. COMMISSIONER BRITNELL: Mr, Chairman, 
I have one question on a matter that has not been 


referred to in these deliberations. 


In calculating the increasing future gas 


requirements over a 30-year period for power 
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needs that you inquired into, do you consider that 
nuclear power will have any place in satisfying 
Chose. Power needs. so that. the .question,of the 
supply of gas would be altered to that extent; 
that is, nuclear power, atomic or the impending 
hydrogen power? 

MR. HORTON: I would say our present 
view is that while nuclear power will occupy an 
important place down the road in our energy re- 
SOURCES (Or Ournelectric systems, aig Wi) anoG 
develop to the extent that it would replace any 
OleRe,enerey Needs .Lhapwarc« dovolved. 2.this 
export project or in the gas requirements. that. we 
now obtain from California and El. Paso. 

MR. COMMISSIONER BRITNELL: Over a 
30-year period? 

MR. HORTON: Over a 30-year period. 

MR. COMMISSIONER BRITNELL: Well, I 
presume you have had the reports of the British 
experiments at Calder Hall and others? 

My understanding is that while hydro 
electric power can be produced, let us say, in the 
Bonneville Power Administration or even at Kitimat 
atu midis. per Kilowatt, inside, ten years oY even 
less they will produce manufactured power of between 
7 and 8 mills per kilowatt. 

Now, I don't know the relationship of gas, 


but you will understand the point I am dealing with? 
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MR. HORTON: Yes, sir. 

MR. COMMISSIONER BRITNELL: Have you 
any information or is it a matter, in your opinion, 
of consequence? 

MR, HORTON: What I was endeavouring to 


say is that whatever those developments are, sir, 
they will not replace the needs we now have for 
gas, Clther in this project or ‘from out-of-state. 

In further explanation of that, we seek 
this gas primarily for our firm domestic require- 
ments. We also sell some portion of it in the 
consumer areas to interruptible customers, 
customers like cement plants, processing plants, 
and beet sugar factories and so on, none of whom 
I don't believe, will be involved with nuclear 
power or energy from that source as replacing 
(nein needs: Lor ~2e co. ruel Cis. 

MR. COMMISSIONER BRITNELL: Again, may 
I repeat, over a 30-year p2riod? 

MR, HORTON: Yes. 

MR, COMMISSIONER LEVESQUE: Mr, Horton, 
regarding the option of which you spoke and the 
participation of Canadians in the matter of financing 
this project, would your underwriters accept a clause 
where they would have to offer these shares first to 
Canadians? 

MR. HORTON: I think they would accept a 


clause of the type that we have used in California 
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with respect to the sale of our securities there. 
We, aS a matter of control, in Pacific Gas and 
Electric, want to sell as much stock, place as 
much Of OWT, «securities in California as possible. 
We have recognized, however, that as a practical 
matter it would be wrong and probably more costly 
to say to the underwriters, "You must give Cali- 
forians the firstuwieght of 2©éfusal ofwP..G. and 
E. securities." 

What. we do is, rather, to say, “You must 
MECAVOur pDeSteerrorus. LO place mnese Securities 
in California, consistent with the demand for 
them," and then we leave it to their judgment to 
work it out. 

What I propose we do here in contracts 
and agreements we make with all of our under- 
writers is that we should ask them to take on 
a “best Errore, edlavusesdrathat Kindseand.d. soink 
that would accomplish the purpose and intent 
that has been expressed here in these hearings. 

MR. COMMISSIONER LEVES QUE: Will they 
be voting shares, "Al or “BY stocks) org.like 
Alberta, 2,000 shares of voting and 8 million 
Shares of non-voting? 

MR. HORTON: NOs sei. We do not 
anticipate there will be any difference in the 
shares that go to Canadians and the others. 


THE CHAIRMAN: Well, thank you very, 
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very much, Mr. Horton, and your colleagues and 
associates, not only for the clarity of the 
brief which you have submitted to the Commission 
hut also for the frankness with which all of you 
have answered qvestions and done your best to 
give us whatever information we have sought from 
Ot. We appreciate that and thank you so much. 

MR. HORTON: You are very welcome. It 
has been a real privilege. 

MR. MacKIMMIE: Before we rise, Mr. 
Chavrinans.: Lo wonder, Sir ct, eb ar later dace, 
as it had been my plan to attend and hear other 
SUCMLSSLONS, sit Ti michtieoply to Mr a Pascua lle at 
Poni wie. Horvon scan assist. in the Alent of 
later submissions that come along? 

THE CHAIRMAN: TLANGUMONSS i Ate Serie 
desire of this Commission to get information from 
whatever sources it sees fit, any information 
pearing On 21s Merms sor. helerence:. Lohan. 
Mr. MacKimmie, I would leave it for you to work 
that out with counsel for the Commission. 

MR. MacKIMMIE: Thank you, Mr.Chairman. 

THE CHAIRMAN: Gentlemen, the hearing 
of the Commission is adjourned until tomorrow 
morning at 9.45, when we will resume with the 
presentation of the Westcoast Transmission Company. 


---Whereupon the hearing adjourned, at Led sity 
until 9.45 a.m., Tuesday, February 18, 1958. 
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Tuesday, 
February 18, 1958. 


---On resuming at 9.45 a.m. 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearings. Mr. Pattillo? 

MR. PATTILLO: Mr. Chairman, Mr, MacKimmie 
has something which he wishes to say to the Commission 
before we proceed with Westcoast. 

MR. MacKIMMIE: Sir, yesterday afternoon 
Mr. Pattillo questioned Mr. Horton as to which 
directors of our companies sat on the boards of any 
of the producer companies; and Mr. Horton's answer 
was that, as far as he knew, Mr. Black was a director 
of Shell American. It appears that Mr. Carl O. 
Nickle, who is a director of Alberta ar.d Southern, 
is also a director of Bailey Selburn Oi1 and Gas 
with whom we have a contract. 

THE CHAIRMAN: Thank you very much, 

Mr. MacKimmie. 

ME RAPT ERGO: Mr. Chairman, we will now 
resume the hearing relating to Westcoast Transmission, 
and I understand from Mr. Chambers that they have a 
statement which they wish to read into the record 
at the commencement of the hearings today. 

MR. CHAMBERS: If the Commission pleases, 
arising out of some of the matters that were discussed 


last week, Westcoast have what we call a supplementary 
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Statement, and I would like to have that read and 
tendered as an exhibit. 

THE CHAIRMAN: That is this statement 
which has just been handed to us? 

MR. PAPTLLLO: It is headed Supplementary 
Statement, and it contains ten pages, and that should 
be marked as Exhibit C-18-1, 

THE CHAIRMAN: Yes. 
~--EXHIBIT NO. C-18-1: Supplementary Statement 

by Westcoast Transmission. 

MR. McDONALD: My statement is as follows; 
Mr. Chairman: 

Westcoast ‘included im its brbel a.statement 
of capital structure of the Company as: requested by 
Commission Counsel. 

However, it is obvious from the questions 
of the Commission Counsel on Friday last that.the 
Commission desires not only a statement of the 
capital structure of the Company, but a statement 
ofits, financial history which for? some wears. inacd 
been a matter of public information and record. 

The Westcoast project contained the same 
elements of risk which are inherent, in the initial 
stages, of the exploration for, and development 
of, natural resources in Canada. Every mining 
company and, in particular, every uranium mining 


company, every oil and gas company, is a pioneer 
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Venture as was the Westcoast project. It is sub- 
mitted the same standard , with respect to the evalu- 
ation of the risks incurred and the imagination and 
tenacity of purpose required to develop such an 
undertaking, should be applicable to the Westcoast 
project. 

Dealing first with the issue of 625,000 
shares discussed on Friday: 500,000 shares were 


issued in February, 1953 at a time when the Company 


did not have tangible assets. The actual value 
of the shares could be said to be nil. The shares 
were issued for a nominal price of 5¢. Ln Apeil 


1955 even though it had a contract with Pacific 
Northwest entered into in December 1954, the addi- 
tional 125,000 shares issued still did not have a 
tangible value. None of these shares was issued 
to anyone other than the original shareholders 

of the Company. 

The fact is none of the 625,000 shares 
issued as above mentioned acquired a real value until 
May 1, 1956, when the financing of the project was 
consummated. Up to that date the Company had 
no assured future and any investment in time and 
money by any of the shareholders was made entirely 
at the risk of completing financing. 

As of May 1, 1956, expenditures made and 
expenditures committed exceeded the total sum of 


$40,000,000. These expenditures were possible 
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only, I submit, because of the integrity, good 
business sense and reputation of the directors 
and shareholders of the Company. 

On May 1, 1956, the 625,000 shares may 
be said to have obtained a market value of $5.00, 
the price of the shares then issued by way of 
intvial financing. However, it should be borne 
in mind that the record of the shareholdings 
of Frank M. McMahon show he backed his faith 
in the venture by purchasing on May 1, 1956 
additional shares at the initial price of $5.00. 
The prospectuses show that Mr. McMahon purchased 
225,812 shares at the price of $5, 00min the total 
amount of $1,129,060.00 cash. In the result the 
actual per share cost to Mr. McMahon of his total 
holdings of 300,000 shares as shown in the prospec- 
tuses of September 11, 1957, was 74,188 shares at 
5¢ plus 225,812 shares at $5.00, or an average 
of $3.78 per share. This <cost: Of $3, 75sper 
share exceeds 75% of the initial offering price 
of the shares, namely, $5.00. Tt is this sum 
of $3.78 per share which, I respectfully submit, 
should be taken into account by this Commission. 

On Friday afternoon=d did nog have an 
opportunity to bring to the attention of the Com- 
mission possibly one of the important features of 
this financing, namely, the voting control of a 


Canadian enterprise by Canadians in the interests 
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of Canada as a nation. 

The issue of the 625,000 shares above 
mentioned plays a large part in this feature of 
Canadian control of Westcoast. Lt will be. -ob= 
served that from 1948 to the present Canadians 
have retained voting control and actual management 
of the Westcoast project. i reanocrecord rror 
the information of the Commission that the United 
States participants, namely, Sunray Oil Company 
and Eastman Dillon & Co., wholeheartedly agreed, 
at every step in the progress of the Company's 
fortunes, with this stipulation laid down by Mr. 
McMahon as a condition of treir participation 
Dathenproject: 

The issue of the 125,000 shares in 
April, 1955y).and thesgranting  ofathe oprpiony to 
Mr. Frank McMahon to vurchase 200,000 shares 
at 20% above the price of the shares at the time 
of initial finaneing sare directhy iconnectedeto 
the matter of control of the Company. The option 
granted December 11, 1954, to Pacific Northwest 
to acquire 25% of the outstanding shares of the 
Company at the time of initial financing placed 
in the hands of one shareholder a number of 
shares which in many Companies could mean effec- 
tive control. This feature seriously con- 
cerned every Canadian director of the Company. 


One method to offset this possibility of losing 
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Canadian control of the Company was to issue addi- 
tional shares to the then shareholders and further 
to ensure control to grant options covering 400,000 
shares. At this time it was agreed between the 
then shareholders of the Company that all of the 
shares outstanding and all of the shares to be 
acquired by them during the course of the financing 
of the Company be placed in a Voting Trust con- 
trolled by Canadians. 

Accordingly, as of May 9,, 1955, the 
Westcoast Voting Trust was entered into. shaw ge! 
Voting Trust is described in some detail in the 
brief in Appendix A. It will be noted that four 
Canadians out of six trustees have control of 
the Voting Trust 

I know of no other Canadian Company, of 
comparable importance in the economy of Canada, 
which can show as complete control by Canadians. 

Of the present four Canadian trustees, 
three, namely, Frank M. McMahon, George L. McMahon 
and D. P. McDonald, were born in the Kootenay area 
of British Columbia, and have resided in Alberta 
and British Columbia throughout their business 
careers. Mr. Norman R. Whittall, a Canadian 
citizen, has been resident and in business in 


Vancouver since 1910. 
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If this original group of shareholders of 
Westcoast had not had the fortitude, first to ex- 
plore and prove up the eae reserves of the Peace 
River, and secondly obtain a market for the gas 
in the Pacific Coastal States against determined 
competitors, then there might not have been the 
development in the northern area of Canada of a 
new industry and all the benefits to Canada des- 
cribed in Section One of the brief would have been 
delayed indefinitely. 

Including the original issue of the shares 
of the Company discussed on Friday, the options re- 
ferred to above and the shares sold in May, 1956, 


and January, 1957, the records of the Company dis- 


close: 
Number of Shares 

Topal 

Shares Percentage 
Canadian 3,579,867 60.64 
United States 2,009,432 34.04 
Other 314,006 Dae 

5 +903, 305 Cos 

Ledger Entries 
Average Holding 
Number Percentage per Ledger Entry 

Canadian 12.071 75.43 276 
United States 4014 23.34 501 
Other 2h Leen 1 466 


Ly 2.96 100 343 
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The percentage of outstanding capital stock of West- 


coast deposited in Voting Trust is as follows: 


Number of Shares Deposited 
Shares 

Outstanding Number Percentage 
5 903, 305 3,898 , 308 66 .036% 


THE CHAIRMAN: As of what date? 

MR. McDONALD: January 6, 1958. This is 
information, of course, as supplied by the Regis- 
trar of the company, the Montreal Trust Company. 

I might also add, Mr. Chairman, that in 
the subordinate convertible debenture indenture under 
which the holders of the convertible debenture are 
entitled to convert shares, they must convert their 
shares and receive only voting trust certificates, 
so that stock of 7 million and some thousand shares 
reserved for that particular group of prospective 
Shareholders will also come under the voting trust. 

THE CHAIRMAN: Is Westcoast a subsidiary 
of Northwest? 

MR. McDONALD: Yes, Mr, Chairmeanss <an- 


tended to note that; that is a totally-owned sub- 


sidiary of Pacific Northwest with option granted 
December llth, 1954, and it was transferred to 
Westcoast Corporation. This is a wholly-owned sub- 
sidiary and it was the Westcoast subsidiary that 
exercised the option subsequently as Mr. Kayser 
stated. Some 50,000 shares were transferred, E 


think; the prospectus discloses these shares are 
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held in the name of some trust company under the 
internal financial arrangements of Pacific North- 
west. 

I think I should add here a further state- 
ment with regard to Pacific Petroleums Limited. 
Pacific Petroleums Limited owns as of January list, 
1958, 1,582,915 shares of Westcoast, which is 26.814 
per, cent of 5,903,305 shares outstanding. 

In view of the questions to Mr. Kayser as 
to the percentage interest of Pacific Northwest and 


El Paso in Westcoast voting shares, I tabulate the 


interest as follows: 


Westcoast Investment Corporation LOT bf dO 
El Paso Natural Gas Company 50,000 
Total dete (isi fDO 


That was the equivalent of 25 per cent of the out- 


standing shares at the completion of the sale of 


shares on May 1, 1956. 

Equa. bo, 19.103 per scent.uof the whares wr 
Westcoast outstanding. 

The distribution of the share capital of 


Westcoast as of January 6, 1958, is as follows: 


Issued for cash: 4,825,390 shares 
Issued for properties: LOC, 9ibSe shares 
Total 5,903,305 shares 


For the 4,825,390 shares relevant to the 
pipeline and issued for cash the company received 


$23,112,469.00, as follows: 
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Shares 
Prior to financing: 625,000 $ 38. 9eH7 
Issued May 1, 1956: 3, 886 , 000 19, 340,591 
[Issued January, 1957: LCREGOO 2,523, 261 
Option shares issued: 209, 390 1. §2 1 sO 
Total $23,112,469 


Imigent say, Mr. Chairman, the dollars 


aré Canadian dollars, asjnoted in my brier. ~ Any 


securities issued for United States funds were 
converted at the date of issue into Canadian funds 
for the purpose of this presentation. 

THE CHALRMAN: Would you wrap that up for 
us? 

MR. McDONALD: The total amount of money 
obtained was $23,112,469. 

THE CHATRMAN: We have the recapitulation. 
. take it that the first column refers to -- 
625,000 shares. $31,247.00 -- those are the so- 
called 5-cent shares? 

MR. McDONALD: I would be glad to point 
that out. 

THE CHAIRMAN: LU es OUeLvS “Semple. 

MR. McDONALD: Yes. The 625,000 rate 
per share was, approximately Se. Simi lltonm soi. i er 
$5 per share, United States funds. The 105,000 
shares were sold for $25, United States funds. The 
209,390 were sold for $6, United States funds, to 
the extent that the Eastman Dillon group exercised 


their option; to the extent that Mr. McMahon's option 
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has been exercised the amount of Canadian funds 
is $5.97, which was an adjustment at the prevailing 
rate of exchange of May 1, 1956. 

THE CHAIRMAN: Would you refresh my memory 
-- the 105,000 shares sold for $25 a share (U.S.), 
was that a share issue? 

MR. McDONALD: I would be glad to give 
tia: in January, 1957, the company had what was 
called a second advancement which involved -- there 
was not a prospectus issued, Mr. Chairman. I did 
not file a formal prospectus under the Canadian 
Companies Act but 105,000 shares were sold by private 
trading an New York to: three, four or five;sindividuals. 

THE CHAIRMAN: Am I right in assuming no 
opportunity was given to Canadians to purchase those 
shares? 

MR. McDONALD: I would say so. That was 
what is called a private offering. We did not go 
through all the mechanics of a public offering at 
that. time. That was only a small part, of thevenoun: 
of money that was raised. The amount raised was 
in the neighbourhood of $18 million, and the $2,253,000 
was only a small part. 

THE CHAIRMAN: $18 million plus by way of 
that private placement; did you place bonds? 

MR. McDONALD: $9 million bonds subordinate 
debenture; a bank loan to the extent of $3 million, 
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private offering to about a dozen institutions in 
the United States. I am not sure whether there 
were any Canadians in that placement, but the total 
was about $18 million. 

THE CHATRMAN: Including the private shares? 

MR. McDONALD: Including the private shares, 

THE CHAIRMAN: And that was private place- 
ment in New York? 

MR. McDONALD: It was not a formal offering 
in the usual manner. Series B is mortgage bonds of 
$9,150,000, 4.14 per cent, $3,500,000 which the 
Royal Bank took as approximately 36 per cent or 40 
per cent, whatever the proportion was. Series B 
supported debentures, $3,100,000; total shares 
2 sbe3nO000w Tharis wiertotal eroupine of that par— 
CLCtubeie Orie sy. 

THE CHATRMAN =: Were those notes short-term 
notes, the ones you speak of? 

MR. McDONALD: They are described in my 
summary, 4 1/4 per cent notes maturing $875,000 semi- 
annually from May 2, 1960 to November 1, 1961. 

THE CHAIRMAN s They were relatively short- 
term notes? 

MR. McDONALD: That is Peet. 

THE CHAIRMAN: I assume they were taken by 
the Royal Bank: for their New-York agency? 

MR. McDONALD: That is right. 


THE CHAIRMAN: But none of them were ever 
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offered to any institution or investor in Canada? 

MR. McDONALD: They were taken by the 
Mellon Trust, the First National City Bank, the 
Royal Bank and the National Bank in Seattie for 4 
very small amount. I might say, however, in the 
statement I go into some detail about the total holding 
in Canada and the United States. 

The issue of the 625,000 shares and the 
existence of the options outstanding at the time of 
initial financing have not added in any way Cece 
cost of service rendered by Westcoast to its custo- 
mers in Canada or in the United States, or in any 
way lowered its ability to pay the maximum price: of 
gas to the producers, or adversely affected the 
financing of the company. The prospectuses of the 
company fully disclosed the situation both to he 
prospective purchasers of shares and to the inves- 
tors in the securities of the company. By investors 
I mean the insurance companies and banks who were 
fully informed and fully appraised of the effect on 
the ability of the company to operate on the pasis 
of the 625,000 shares issued and the options out- 
standing before they entered into the bond purchase 
agreements under which they provided $121,650 ,000 
to the company. 

I might point out in this type of finan- 
cing the bond purchase agreements included as part 


of the representations , that all of the loans that 
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are Iade from time to time, a copy~of' all ‘pros- 
pectuses of the company are submitted and I would 
like to say, for the benefit of the Commission, 
having raised this $95 million, that there was not 
one iota of information regarding Westcoast that 
was not thoroughly investigated by the bond purchasers, 
on each demand that the company went to the bond holder 
to draw an additional amount of bonds. In other 
words, five times we went through a searching inves- 
tigation by these investors. In regard to that, 
they have what they call a formal closing and we 
are again examined, and then, and then only,’ “are 
these people obligated to put up the money. 

THE CHAIRMAN: I think the Commission 


understands the operations of the company. 


sa aries ake 
le: Me 


Q ‘ooh seria a ae sara 


Bae ee Pay, 


a Jessooeat ‘an iegnona 
pyreeariomig bdod eet re bevagideewnt gubrod 2 | 


PPP Lon -bnod sett °F ait aid nig sadly ‘brsmeh oe ne | 


. tort AZ: etaehe tel Tae Lamotte Los is wate od, 
= 3 doen ibe 
“sevol satdouage.@ riguorcis teow Hi wom. avit. absow 
SOOO I co DTM eed aia ek a ieee en AL cic | 
ae ans at byeket at ‘sandal ever? AA ia tare i 
oe 3 9 <p ue Oe Laer er i 3 ‘S San aan % 


£4 


Gw' Orie @aleeolo faotie? @ iso 
; : hele oe iter 


ee cniind siroal vad itis 


Ses 


Noes Seba He SES Shien: ‘baw. abentnexe loge oe 


~ 


é 


rn ne eet net tt 
} 


“Yonon 4 ao dug Ost pedsa! Ide: 9 inoue aus 
‘ 53. 3 ppkceatt Dry : Eee ae es a 
bee f mneO) sit weebtd I EWAMATARD | auT 
errr ia 3 see my ine ie cS ee Mists : as ae 


VN2ZEINCS BAF’ “to enosteraqe ory sinned ‘icapte 


» ee 
a - 


1684 


ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 


In view of the questions asked of the 
witnesses for Alberta and Southern, I am sure that 
the Commission desires ee ire as to the dis- 
tribution of the securities of Westcoast. 

As set out in the prospectus of the com- 
pany the securities have been distributed in Canada 
and the United States. ‘The prospectus of April 16, 
1956, sets out the details of the sale of the bonds, 
Series A, and 3 1/2% bank loan, 3 1/2% debentures. 

I might explain the 3 1/2% debenture is 
the particivation of the Royal Bank of Canada and 
in all respects is identical and the subordinate 
debentures Series A. The prospectus of September 
ii, 1957, detalls the particulars of the sale of 
the convertible subordinate debentures Series C. 

I might point to the members of the Com- 
mission if they want to look at the interest rates 
and the details of the interest they are set out 
in the capital structure, which is Appendix A to 
my brief. You will note the first mortgage bonds 
are 5 per cent interest and some are at 5 1/2 per 
cent and are payable in accorcance with the summary 
as set out in my brief. The conversion for the 
Series C “oehentures is already set out on page 81 
OP ithe “pret. 

A summary of the total distribution of 
the securities of Westcoast as of this date is as 


follows: 
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Total Canada Ue. 


First Mortgage 
Pipe Line Bonds $92,150,000 $48,500,000 $43,650,000 


Bank Loans 533,000, 000 i, OO. OOO 21,260,000 
Subordinate 

Debentures 48 ,600,000 18, 300,000 30, 300 ,000 
Total $173,750,000 $78,540,000 $95,210,000 


You will note of the total of $173,540,000, 
$78,540,000 came from sources of funds in Canada. 

I refer to that later on, Mr. Chairman. 

The balance only, namely, 95,210,000, has 
been furnished from sources of funds in the United 
States. 

In view of Mr. Frawley's questions of the 
witnesses for Alberta and Southern, I furnish to 
the Commission the following information:- 

THE CHAIRMAN: Before you go any further 
on that I would get clarification of those figures 
that you have just given us as to distribution be- 
tween Canada and the United States compiled from 
your agreement with your various underwriters. 

MR. McDONALD: Yes. With regard to the 
debentures, the prospectus will disclose that. 

THE CHAIRMAN: That is right. 

MR. McDONALD: Except for the placement 
I referred to in January. 

THE CHAIRMAN: But your first mortgage 


bonds and your mortgage debentures in reality 
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you wouldn't know, would you, whether a good many 
of those bonds would be by Canadian underwriters 
and not taken up by Canadians and sold tn New 
York? 

MR. McDONALD: No, Mr. Chairman, the 
first mortgage bonds have all been sold by private 
placement, and I am quite sure that outside of a 
very, very infinitesimal amount, they still have 
the original purchasers who I will name in a few 
moments. 

THE CHAIRMAN: Right. 

MR. McDONALD: As to the initial sale 
of $83,000,000 bonds Series A, the institutions 
in Canada who were judged to have an interest in 
the purchase of the bonds, were contacted. These 
included the insurance companies in Canada. The 
insurance companies were offered the amount of bonds 
they desired to purchase at the rate of interest 
which the company was able to negotiate in the United 
States. 

I might say, for the record, that the 
figures I have used in this summary are United 
States funds. I have not attempted to qaaluate 
the exchange differential that actually enters into 
the account. 

The companies with head offices in Canada 
purchased $8,500,000 of the bonds. The Metropolitan 


Life Insurance Company purchased $40,000,000 of the 
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bonds. The Metropolitan Life Insurance Company 

has deposited in its Canadian Registry $25,000,000 
of the bonds which are eeseaee in the Canadian 
Source calculation. The New York Life Insurance 
Company purchased bonds to the value of $15,000,000. 
The participation of the New York Life Insurance 
Company was limited by the fact that its investment 
was regulated by the extent of its business in 
Canada. In other words, the availability of funds 
to the New York Life Insurance Company from Canada 
sources was the basis for its investment in the 
Canadian venture. Accordingly, I have included this 
amount as from a Canadian source. 

There may be some question as to why the 
Canadian insurance companies did not participate 
to. aereater extent,.in this particular loan. , The 
answer. Listhinie Lc obvious . ,The rate mr sinteues : or 
4 3/8% was much lower than the prevailing rate of 
interest which the insurance companies could obtain 
in other types of securities in Canada. 

With regard to tne rate of interest, the 
principal purchasers of these bonds was Metropolitan 
Life, who purchased $40 million worth of bonds, and 
the Northwest Mutual Life Insurance Company who 
purchased $11 hundred million, and in accordance 
with the usual practice the negotiations for interest 
rate and so forth was with a group of three. The 


bonds pretty well go along with that rate. 
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i think, Mr. Chairman, I should put on 
the record the names of the companies: Sun Life 
Insurance Company of Canada purchased $3 million 
worth of bonds; the Canadian Chartered Bank, which 
is the Royal Bank of Canada, $2 million; Manufac- 
turers' Life Insurance Company, $1,400,000; Great 
West Life Assurance Company, $750,000: Confedera- 
tion Life Assurance, $300,000; Independent Order 
of Foresters, $250,000; Imperial Life Insurance 
Company of Canada, $200,000; Dominion Life Assur- 
ance Company, $100,000; North American Life Assur- 
ance Company, $100,000; National Life Assurance 
Company of Canada, $100,000; Mutual Life Assurance 
of Canada, $50,000. 

Mr. Chairman, I have not added any infor- 
mation from Canadian sources with regard to the 
Northwest Life Assurance Company. It does busi- 
ness in Canada also, but I have no personal contact 
with their representative, and their negotiations 
were entirely with the New York company. 

THE CHAIRMAN: I think we understand that 
Canadian offices, branches of American companies 
in this country, in Canada, negotiate with funds 
derived from Canadian sources. 

MR. McDONALD: Right. 

At the time the loan was offered, home 
loans and Canadian industries were taking the funds 


of these insurance companies at higher rates of 


ee 


I 
i -- 
i 
: 
: ; 
4 , 
| Fr ayy 
‘ 
a 
‘ 
4 € 
1° 
aT 
4 
} 
| ‘ 
‘ 
P| 
) tea ad 
a 
sii st yrs Av 
| ol yh BE Fhe, 


n 


\ 
a er ee NLT OT ct 

oo 4 ~ 

- ’ ~ 
oe Fa : 
ses I 

3 Srey i ; 
zt oy 
a = . 
ea 


Le Ms <= Pv aecrey: Oe ae 
a ins aP on a 
x =e es Rev ree) sie won ond 
% a 1S) gay a oe ne <r 
Z it 4 a : dy higae = * Pa 
Je HU 8 | Siid Nepettnd: 
Ww s, ny x ™ < ; ! 
és a pene = i Jap gee 5 f oh 
: Tekno} sonswsed Sthe Gesow 
é 
iis BR eS sea erin eh ov 
MOUs ~. eens weahl sth Agky . 
‘ { 
< ae 2 he Ta . ae vy 
: SOO SAS? ( etovaestey) In 
he 3 
¢- -RUaNEO “4 ASamov ! 
Be ee ater: Seis anmh) Oe poy i 
s eae x POR, Jaen 7 TS the wird . ' 
j it; i NPG Lal ESN GOS 
. : 
: P Bouman i a Pl PARTIE Fog 5 
; : is.pwiiee < CK t fo OU OTE! 
a Mee Se fi 
Ss i ped a a he einen es 
he CAN 
; 
{ 
j 
* ro ae é = ss > “" ° i 
; . we * = a + & 4420 é " 
i 
‘. : pet We as eee en 
DAMM DOS Os 
p P eae 
) pat ethers > ret ne lem 
: 
i ‘ 
« ic Exyid a me 3 By 5 7 ts ae) ti 
y 
ch RY Ane ne 2 
? ye F >» cet ‘ re - 
IG {OLE Baste if @2acofn 
ie 
: Bie ge imaasiest Aten? At iw 
by } 
: ie aa ae 
Se, : wes ois Ad iW Vietitrs etsy 
: igs at ics 
feng : ; re ye tt) CF ‘ i , ae 
i 
eb & oo io “ . ee aA oe — iY . Pe a 
io Piom ‘> 2zotonatd eso Flic Terosxeay f 
Wd eye mee 5 ‘ } Li 
wh a ee E . im > 2 si) 
shaogo Wagin6s eins ck 
aie / 
Way - i 
os iat Riko tae oda ae » So. _ 
j ricice “AS TDBABS mor? have be 
' v 
= 5 ° 
ee - < 
ee ‘ 


3 yes ee PER BS 
Pasi a a z oeeitee 
“W i 


Daas sa 


ey si Gi bo Aaa 


o Sint 


Haas a bab éngue 


ane: 


oat 


1689 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


interest, 

in respect of the second bond sale, 
peries bb bonds, Fa ee 19573; a number of the 
larger Canadian companies were consulted with re- 
gard to purchasing a portion of the bonds to be 
offered. However, no deal was made and the bonds 
were purchased by the Metropolitan, New York Life 
Insurance Company and Massachusetts Life. 

The Royal Bank of Canada has participated 
to the extent of about 36% in bank loans throughout 
the financing of Westcoast. 

With regard to the initial sale of deben- 
tues, some $4,000,000 were purchased for sale in 
che Provinces of Alberta and "British Columore. 

With respect to the sale of the $25,000,000 
convertible subordunate debentures, the underwriters 
in Canada were offered whatever amount of the deben- 
tures they considered marketable. The Canadian 
underwriters purchased some $12,700,000 for dis- 
tribution in Canada and the balance of $12,300,000 
were distributed in the United States. 

With regard to this matter of financing, 
Mr. Chairman, I have a calculation here which 
may be of interest to the Commission. 

Having regard to some observations during 
the course of the hearing I believe that the follow- 
tie Pistration-wihtl be of interest to the Com- 


mission. 
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Assuming the investment in a gas trans- 
mission pipeline is $100,000,000 and the pipeline 
is entitled to earn 8% net rate of return on the 
investment (clear of income tax) --- 

THE CHAIRMAN: You mean after income 
tax? 


MR. McDONALD: Yes, after income tax. 


--- the calculation of revenue required 
(cost to the consumer) to earn the return stated 
is as follows for each of two situations, namely, 
(1) where proceeds of shares equals 15% of the in- 
vestment and (2) where the proceeds of shares equals 
30% of the investment. 

My capleal structure, Mr. Chagrinan, closely 


resembles the percentage in the Westcoast project. 


Capital Structure Case 1 Case 2 
Bonds $55,000,000 $55,000,000 
Bank Loans 15,000,000 15,000,000 


Subordinate Debentures 15,000,000 -- 
Shares 15,000,000 30,000,000 
$100,000,000 $100,000,000 
Total Return @ 8% 8,000,000 8,000,000 
Less Interest 4,250,000 
You will note the interest which is in- 
cluded in Case 1 is $4,250,000. That is 5% of 


$85 million. 
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Case l Case 2 
Total Return @ 8% , $8,000,000 $8 ,000 ,000 
Less Interest 4,250,000 (A) 3,500,000 (B) 
Balance to come from 
net income 3,750,000 4,500,000 
Income Taxes 47/53 of 
net income 3,325,000 3,990,000 
Total income required 
before taxes 7,075,000 8,490,000 
Total interest and 
income before taxes 
or revenue required 
to produce 8% return $105 325,000 $11,990,000 
Difference $665 ,000 


(A) 5% on $85,000,000 interest bearing debt 
(B) 5% on $70,000,000 

Ip will be vobserved thav tneGase a the 
total revenue required is $665,000 less than in 
Use ve. 

IT would dike’ to say, Mr. Chairman, just 
as a matter of comment, on the calculation [I have 
just referred to in Case 1 there is more money 
available and obviously there is less money required 
from the consumers, or, alternately, there is more 
money to be paid to the producer or party supplying 
the CAs. 

THE CHAIRMAN: Or to the holder of the 
debenture. 

MR. McDONALD: That is right, Mr. Chairman. 


THE CHAIRMAN: Thank you very much, Mr. 
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McDonald. 


BYeMe. ATT ILLO : 


Q. Mo. MeDoneid.,. don't propose te 
ask you any questions at the moment regarding that 
Supplementary submission. 

I would like to go back now to this matter 
of the cost of transmission of the gas. Have you 
worked out for me your figure for cost of transmis- 
sion in the manner-in which I asked 10 to. be done? 

MR. McDONALD: Yes, Mr. Hetherington has 
an explanation of the figures that we have got to- 
gether. 

MR. HETHERINGTON: Because our project 
is fairly complicated, it is not a simple matter to 
give you the answer you wanted, and I have attempted 
to do the best L can in splitting me uprin coe cime 
that we had with the information that is available 
right now, and it is not too far wrong. I will give 
you the qualifications as I explain what. Ll. =dids 

Our pipeline system has three principal 
parts. It has the transmission pipeline itself, 
which is a 30-inch diameter pipeline, plus the 
pipeline that runs from Fort St. John roughly to 
the Alberta border. It is the main line and there 


is 60 miles of 30-inch diameter and 27 miles of 6- 
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oned Aine; and that-18 the main Tine. 

item 2 Ls the gathering system. The 
gathering system includes a wide variety of pipe 
Sizes and mileages. 

The third item is the gas processing 
Plait. 

Now, I have taken Exhibit C, which is 
the last tab in this green-bound volume, and I 
have used the figures there through that exhibit 
and I have broken them down as between pipeline, 
gathering system and plant, so that I could separ- 
ave out the pipeline part of it. This is the only 
part that you can rightly speak of as a transmission 
cost per MCF per 100 miles of pipeline. 

Now, I have done this on an engineering 
basis rather than on an accounting basis because 
we carry all our properties together even though 
Westcoast Transmission Company in Alberta own Al- 
berta Transmission and Westcoast may own it in B.C., 
but we carry all the properties together and I am 
sure the accounting department could set it out 
exactby,. pues L?have done 1% “on an engineering basis 
and I would like you to treat the figures accor- 
dingly. They may be correct a million dollars plus 
or minus, but that is not of overall importance. 
Mhne.COst, .pacLne thervyeak 1958, the cost attribu- 
table to the pipeline itself amounts to $15,826,000 


during that year, and during that year, as Exhibit C 
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shows, we would expect to make on the projection 
set forth in Exhibit C 4.4 per cent return, that 

iPS arter allowance \for Se income taxes and 
actually the way we will pay tax we are using 
depreciation; that income tax can be reduced dur- 
ine the jifiitial years;,and on that basis ithe return 


will be 4.64 per cent before allowing for provision 


fOretwture Iacome tax, 

Now, I have taken a designed capacity 
of 450 million cubic feet per: day. I should cor- 
rect that. That is the actual capacity. Our en- 
pineers have tested thativand they figurewwe ean put 
out 450 million cubic feet per day. 

Now, with the 90 per cent load factor 
the annual volume of gas transported would be 147.825 
DNL PECheCubiCc feet. 

THE CHAIRMAN: Would you repeat that? 


MR. HETHERINGTON: 1A7..825, bi diion cubic 


LECT. 

At SO per ¢ént load factor the volume 
transported would be 131.4 billion cubic feet and 
at 70 per cent load factor the volume transported 
Wouldebe eile O75) bibl pon cubic, Pee te: 

On that basis, dividing this volume and 
using the length of pipeline of 687 miles at 90 
per cent load factor the transportation cost in 


cents per MCF per 100 miles would be 1.65¢; at 80 


per cent it would be 1.75¢, and at 70 per cent it 
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would be 2¢. 

Now, in 1959 I have done the same thing 
from the same exhibit and for a 90 per cent load 
factor the cost would be 1.86¢; 80 per cent load 
factor, 2.08¢; and 70 per cent load factor, 2.38¢; 
and in 1959 the corresponding rate of return would 
be 5.02 per cent after allowance for deferred in- 
come taxes and 6.84 per cent before allowance for 
deferred. income: taxes. 

Now, in the year 1960, still on Exhibit 
C, using these same figures, the annual cost would 
be $19,207,000. The cost in cents per MCF per 
100 miles at 90 per cent load factor would be 1.89¢; 
at 80 per cent load factor, 2,.13¢; and at 70 per 
cent load factor, 2.43¢. The corresponding rates 
of return -- and these are shown on the exhibit -- 
are 5.92 per cent after allowance for deferred in- 
come tax, or 7.34 on the actual basis that we will 
offer it before an allowance for deferred income 
tax. 

Now, Mr. Pattillo asked me to give him a 
figure that would result if we had a 7 1/2 per cent 
return, and we don't have that on Exhibit C, but I 
have made a calculation. 

Taking the year 1960 and assuming that, 
or making a calculation to see what the revenue 
requirements would be if we did make a 7 1/2 per 


cent return after allowance for deferred income 
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tax, it would be maybe 8 1/2 or 9 before allow- 
ance for income vax, and in order to make that 

Fe 1/2 per cent return we need a return, that is 
interest plus net income, of about $10,550,000, 
which, after interest, would be a net income of 
$4,464,000. That would require an income of 
$3,960,000. 

So taking the same evidence for 1960 
fOr che. Operation, maintenance, administration 
in general, depreciation and taxes and interest and 
add in this increased net income and increased 
income axes I arrive at the cost.of service ‘or 
the’ cost of transportation is $23,495,000. 

Now, at a 9O per cent load factor trans= 
portation cost would be 2.31¢ per MCF per 100 
Miles at’ SO per cent load, 2.63 and avo70\ per 
cent load) factor, 2.97¢. 

Mie PAPTIDLOS Q. Just taking those 
figures that you have been employing, Mr. Hether- 
ineren, first of all will you tell meywayeim aang 
these calculations, particularly for the year 1958, 
you have used a 90 per cent, 80 per cent and 70 
per cent load factor figure where, according to 
my calculations at 100 per cent load factor, you 
would have to have 164 billion cubic feet, and the 
information that I had was that the sales would be 
for that year 96 billion cubic feet, which I worked 


out at 58 per cent load factor. Am I not right 
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about that? 

MR. HETHERINGTON : Well; that is not 
what load factor means in the business. You 
nie Cala tecapacity factor: If you want to say 
that the capacity of the pipeline is 450 million 
cubie feet per day. Then if you operated that 96 
billion that would come out to -- and I will take 
your word for the arithmetic -- 58 per cent, and 
that might be called capacity factor. But the 
year 1958 we don't have all our facilities installed 
and pretty well we are going to spend this year 
sone pel ‘think ft: 1sy$12 ive million on the gather- 
ing system or another million or two adding com- 
pressor units to bring this capacity upwy iso a 
don't. think it is proper to take the actual amount 
of gas that we estimate that we will transport 
during 1958 and to compare that to the capacity 
of the pipeline that we will have after we spend 
our money. Now, that is why I used 90, 80, 70. 

I want to give you a spread to show you the trend 
in™the -cost of transporting Vhis "gas at diftierent 


load factors. 
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Q. I know, but I have been trying to 
get it from you --- 

MR. HETHERINGTON: J thought that was 
what you wanted, Mr. Pattillo. 

Q. I will tell you exactly what I 
wanted and let us understand it clearly. You are 
selling gas at 22 cents at the American border. My 
instructions are that you cannot sell gas at the 
American border at 22 cents over this pipeline and 
pay for it what you are paying and make a profit. 

Now, every figure you have come up with 
attempts to show that you can, and I want to find 
out just how we are working these figures out. 

Let us start this way: I am going to use the exhibit 
which appears in Tab S of the Canadian Western 
Utadities, brief and L willvaskeyou for the figures, 
and I assume you have them there, and we will start 
off and we will take your assumption that this is 


a pipeline of 680 and some miles. 


MR, HETHERINGTON: Wélipitosstarb err, 
I won't accept the Canadian Western figures as 
having anything to do with the Westcoast project. 
I will give you any figures you want on our project 
Here. 

Q. I am not going to ask you to sub- 
stitute the Canadian Western figure. I will ask 
you to give your figures and we will work it out 


exactly as they have done. 
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Now, what do you say is the total capital 
cost? 

MR, HETHERINGTON: Of what? 

Q. For the pipeline system as it exists 
today, this 687 miles. 

MR, HETHERINGTON: Here again, this is 
my engineering apportionment of how much of this 
belongs to the pipeline, but it is $154,285,000. 
That is a little high, I know, because I could not 
find out how to take some of the pipeline out and 
put it into the gathering system; but that is my 
memory. 

Q. Aclea rben a. You want to return 
4. per cent for 1958: that is what you figure you 
will make. Now, 4.4 per cent, on that capital 
investment, will amount to how much? 

MR. HETHERINGTON: I gave you the capital 
investment -- let us see -- the additions are going 
to be in the gathering system and in one compres- 
sor station. T probably should reduce that a 
couple of million dollars for the compressor 
station, because that is not installed in 1958. 

Say $152,000,000. 

Q. All right, we start at $152,000,000. 
Now, the return is Hh on thet, waien witiepe how 
much? 

MR, HETHERINGTON: That is about -- oh, 


Cail $6,700, 000. 
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Q. Ade lea. Then your depreciation 
is how much? 

MR. HETHERINGTON: It is -- just a minute 
-- it is $,358,000. 

Q. And your estimated income taxes 
are how much? 

MR. HETHERINGTON: Well, they would be 
about $392,000. 

Q. All right. Now, transmission 
operation and maintenance. 

MR. HETHERINGTON: ST BeO e000. 

Q. How much did you say that would be? 

MR, HETHERINGTON: $1,520,000. That is 
part -- you are looking at the figure of $2,815,000? 

Q. I understand part of that is split. 

MR. HETHERINGTON: Right. 

Q. Does the pipeline rental come into 
this piccure? 

MR. HETHERINGTON: No, that applies to 
transportation to Inland Natural Gas Company. 

Q. How much for your administration 
and general expense? 

MR, HETHERINGTON: $1,180,000, 

Q. Local taxes? 

MR, HETHERINGTON: $470,000. 

Q. How much does that add up to? 

MR, HETHERINGTON: Well, I add up to 


$15,620,000. That is pretty close. 
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Yes, $15,620,000, that is right. 


Os Sales capacity per day is 450, you 
say? 

MR. HETHERINGTON: Well, in 1958 it is 
something less than that. We have never given 


consideration as to just what our capacity was 


during 1958, It has to be at least 300 million 


cubic feet a day, under the mortgage, and the pipe- 
line is not quite completed with respect to all of 
its horsepower or about 124 million dollars worth 
of gathering system, 

Cr. Mr, McDonald told me, the other 
day, it had a present rated capacity of 425, with 


go ectval capacity ‘or 450, 


MR, HETHERINGTON: That 16 correcu, 
That is when we get through spending all of the 
money that we are spending right today and that we 
have financed. When all that money is spent and 
the. pipeline facility is completed as derined in 
the mortgage, it will have that actual capacity. 

Q. Well, what do you say? Have you 
an actual capacity right there now of 400? 

MR, HETHERINGTON: Well, go ahead and 
use 450, Weevil i. Grey ede 

Q. That would make an annual sales 
volume, at 100 per cent load factor, of what? 

MR. HETHERINGTON: About 164 billion. 


Q. Right, and with the actual volume 
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of 96, I think it is, 96 would be 58 per cent load 
Laever? 

MR, HETHERINGTON: Yes; that 1S sbous 
Pion. 

- Now, you just do that arithmetic 
calculation for me and come up with the annual cost, 
per Mcf, per 100 miles at a 58 per cént load factor. 

MR, HETHERINGTON: Well, just take this 
$15,620,000 that I said was our cost. 

Q. Yes? 

MR, HETHERINGTON: And that is the cost 
of all of the gas, and divide it by the -- you want 
just the over-all cost per Mcf, not per 100 miles? 

Q. No, I want the annual cost per 
Mei>weer LOO miles. 

MR, HETHERINGTON: ALIN Lent. Take the 
$15,620,000 and divide it by 687 miles and also 
divide it by the 96 -- actually, the number is 
96.581 billion cubic feet. 

Q. Aatiered eint.. Will you do that? 

MR, HETHERINGTON: Mat. 6. Siso scents 
péeralic? ») per 1L0Q miles. 

an All right, 2.36 cents. We are 
dealing here, are we not, with 687 miles at that? 

MR, HETHERINGTON: Yes. 

an Multiply that out and what does 


it give us as the cost of transmission over what 


you gay is the main line? 
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MR, HETHERINGTON: That gives about 
16 cents per Mcf, 

Q. All right, and you are collecting 
ee cents, at the border, and that leaves us with 
6) cents. Now, how much does it cost you; how 
much will it cost you during the year 1958, to 
do. these three things,, which’l tnderstand all 
come into the picture before the transmission be- 
eins: 

(1), purehase the gas; (2),gather the 
gas and (3), the cost of operating this scrubbing 
plant? 

MR, HETHERINGTON: Well, the gas costs 
about 6 cents; that is what we are paying for it 
right now. 

Q. Rigat. 

MR, HETHERINGTON: And, in-theory at 
least, the gas scrubbing plant is supposed to 
return enough revenue to gather and process the gas. 
Now, in 1958 it does not quite do that, but that is 
the idea; that: is the way the thing was set up, so 
that the gas scrubbing plant would pay for the 
costs of processing and gathering. 

On But it will not do it in 1958? 

MR, HETHERINGTON: Not quite. Lt 
pretty nearly does. 


Qe All right, then, how much will it 


cost in 1958? 
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MR, HETHERINGTON: Well,.dan-2958"=s= 7 
think I can best answer that by just giving the 
OVerealivycosceot this. The actual average cost 
of all of the gas during 1958 is (and this includes 
your transportation, this $600,000 odd rental to 
indend: for transportation, and- it does not /tnelude 
interruptible gas sold in excess of contract de- 
mand ) but, on that basis, the average cost is -- 
iemade one mistake: not including the’ costwofethe 
gas, the transportation charge on the inland system, 
excluding that figure and also exclusive of the 
sale of interruptible gas over and above the con- 
tract demand, the average cost of all of our firm 
gas is 24 cents. 

So it must have cost about 2 cents per 
Mef to gather and process the gas over and above 
the revenue derived from the Bale of the product. 

Q. So that leaves 6 cents for the 
gas, 2 cents to gather, 16 cents to transport, 
and that is 24 cents, on a 4.4 per cent return, 

On a 7.5 per cent return, which, as you 
will recall, was the figure that Mr. Kayser said 
would be a fair figure to allow as a return and 
that we should not be selling our gas to the United 
States unless we were getting that much on the cost 
of service, let us go through that figure and find 
out what that would allow you, at the porder. 


MR, HETHERINGTON: First of aly =ivepjec: 
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to some of your qualifications to that question, 
because Mr. Kayser did not say we should not be 
selling our gas --- 

Me, PATTILLOs Patd nov sayethacs 

THE CHAIRMAN: Me. Hetherinoronge o 
think Mr, Kayser said, if I recollect correctly, 
that the average rate of return in the United States 
was 63 per cent and that, in Canada, it should be 
about one per cent higher and you should figure it 
on 7S per cent. I think that 1s all Mr. Counsel 
Geemererrine To. 

MR. HETHERINGTON: t just did not: want 
to get this question around to the fact that, by 
taking a low return, during the initial. years, we 
were --- 

VIR, EAT ies Oh, Bedownobh? want us 
do that, either. 

THE CHATRMAN: That you are abandoning 
your position to get a 7s per cent return? 

MR, HETHERINGTON: That es orignts We 


certainly want an 8 per cent and we will do it, 


shortly. 

Mie ALO: Q. Let us go throygh 
a 7% per cent return for the year 1958. Now, 
you must have that worked Out. What do you come 


up with there? 
MR, HETHERINGTON: Well, I can get it 


in just one minute here. Well, now -- just one 
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minute -- it should be about $23,200,000. With 
a return of 4.4 per cent, you get $15,620,000 and 


to get -- the original figure we talked about a 
while ago after the 4.4 per cent return, was 
$15,620,000 and, to get up to 73 per cent return, 
we would have to add about $7,600,000 to it. 

Q. Making a total of $23,000,000? 

MR. HETHERINGTON: $23,200,000 and, 
if I divided that by the 96.581 billion cubic 
feet, it gives about 24 cents for the transportation 
charge. 

Q. So that the transportation cherge, 
on that basis, added to the 8 cents, would be a 
total cost, with the 74 per cent return, of 
Se) Sens? 

MR, HETHERINGTON: That would be the 
cost to earn a 74 per cent return during the first 
year of the operation: but I have never seen a 
pipeline yet make a 74 per cent return in the 
first year of operation. That Ts. purely is. 
hypothetical figure. IT would like to-have it. 

Q. Well, now, we have got this for 
the first year, Mr. Hetherington. I will skip 
now to 1960 and perhaps, rather than take the time 
of the Commission, if we could have our recess 
now, Mr. Hetherington could work Outs Gor ne 
year 1960 what it would be on the basis of the 


estimate of what your capacity will then be and 
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be for the year 1960, 

MR, HETHERINGTON: Well, I gave that in 
my previous answer here, 

Q. Well, yow gave 1% To me in cence 
per 100 mites, ~ would like to ge6G it on the pasis 
of what we are doing here, the 24 cents and the 32 
cents. 

MR. HETHERINGTON: Right. 

THE CHATRMAN: We shall have a breah for 


ten minutes. 
---A short recess. 


THE CHAIRMAN: Mee Pattillo? 

Mis EAT TEELO: Thank you, Mr. Chairman. 

‘ae Now, Mr. Hetherington, have you 
worked out these figures for 1960? 

MR, HETHERINGTON: Yes. In order to make 
a 7+ per cent return on the volumes of gas that we 
are talking about in 1960, that is 123.388 billion 
cubic feet a day of firm gas, the transportation 
cost is about 19 cents and the gathering cost is, 
again, about 2 cents, let us call it, and the cost 
of the gas is around 8 cents, so that is a total of 
29 cents that we would have to. get for all»or the 
gas to make the 7s per cent return. 

Q. What year, how far into the future 


do we have to go before the company could make a 
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7s per cent return, receiving 22 cents? 

MR. HETHERINGTON: Well, you have -- just 
on the strict statement of your question, you said 
continuing to receive 22 cents, and the volumes,of 
course, have to build up before we can earn a 74 per 
cent return, 

Q. clog a 

MR, HETHERINGTON: And; in orders to-do 
that, the volume would have to be very nearly the 
450 million cubic feet a day that we talked about. 

RLeNt. 

MR, HETHERINGTON: That is on the arsump= 
tion that the additional gas that went in to make 
upsenes 450: million’ cubic feet a day were sold at 
ee cents. 

Q. Right. 

THE CHAIRMAN: Well, that is the contract, 
Leib nov, as ipvexists? 

MR, HETHERINGTON: No, the contract right 
now is 300 million cubic feet a day at 22 cents. 

Now, we would have to get a total through- 
put of the pipeline, the total throughput of the 
pipeline up to around 400 million -- let me put 
it this way: the average price between all of our 
gales, as I said, the “average price that we re- 
ceive for gas, forgetting about load factor and 
everything else, in 1960, is something in excess 


of +25" cents. 
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Now, if we went ahead and filled the pipe- 
line up and sold some gas under different arrange- 
ments, that still gives us that same figure, The 
demand would have to get up to 450 million cubic 
feet a day before we would be in the 74 per cent 
earnings bracket. 

MR, PATTTELO: ay And, on your calcula- 
tions, that would be what year? 

MR, HETHERINGTON: Wells heer tote 
I cannot tie it down to a year, because we do not 
intend to sell any more 22-cent gas or even any 
e5-cent gas. The arrangement we have with Pasific 
Northwest calls for selling them an additional 250 
million cubic feet a day on November list of 1959. 

Now, that. .pecourse, 18 subiiecy bo 21) 
government regulations and getting all government 
authorizations, but the price that we will get for 
the additional gas will be of such a nature that, 
starting with that sale, we should be in the Ts 
per cent bracket or very close to it, otherwise 
we just won't sell it to them, 

Qe Let me see if I am straight about 
this: the original contract, they agreed to take how 
much firm a day? 

MR. HETHERINGTON: 300) mi Lion, cubic 
feet a day. 

ar Then they had a right, under the 


contract, to take an additional quantum at the same 
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poco G10 they not? 
MR, HETHERINGTON: Well, they "nad “taas 


right subject to getting the necessary government 


authorizations. 

Q. And they have exercised that option? 

MR, HETHERINGTON: Well, let me explain 
to the Commission the circumstances behind the 
exercise of the option, 

Our contract with Pacific Northwest 
requires us that when we get, under contract, an 
additional one trillion cubic feet of gas, we will 
offer them the opportunity to take another 100 


million cubic feet a day. 


Q. At the same price? 

MR, HETHERINGTON: Well, under the same 
terms of price and everything else, which, again, is 
subject to obtaining all government authorizations, 


so in keeping with our contractual obligation, when 


we got a contract with the Phillips Petroleum 
Company for, actually, a trillion end a nelt cupric 
feet, we notified Pacific Northwest that we had 
this additional gas and they gave us notice of the 
exercise of the option. 

Now, that still is subject to going before 
all of the Boards that are involved, including the 


Federal Power Commission. 


MR, McDONALD: Mr, Pattillo, may I elaborate 


a The exercise of the option was conditional upon the 
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i 
mt 


jr 
tl 


full amount of 250 million cubic feet of gas. aha 
other words, 100 million feet, we did not consider, 
was an economic amount; so we tied it to an addi- 
CeOnaie, 150 unl li vonefeet ofvrasg,: so,8inienrece, 

the option has not been exercised in toto, as it 
were, 

They signified they would like the 150 
miliion feet and the matter is now open as to dis- 
cussion as to the additional amount so the net 
effect is that the matter is open for re-negotiation 
as to the exercise of the option. 

Hn Ae eos Qe TL am not too. clear 
about this, Mr, McDonald. Under the contract 
dated December 11, 1954, under Article 2, page 1, 
the term of the contract --- 

MR. McDONALD: What was that, Mr. 
Patcrilo? 

Q. Have you got the contract? 

MR, McDONALD: nae If I could use the 
book that Mr. Patterson has -- I have lost mine some- 
where. 

Qu Right (Mr. Pattillo hands document 
to Mr. McDonald). 

MR, McDONALD: Yes. Would you go ahead, 
Mey Pattillo? 

Ms As I understand it, on page 5s 
Article 2, the term of the contract was from the 


date until January 1st following the date of the 
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first delivery of gas hereunder, which would be 
January 1, 19530. 


Is that correct? 


MR. McDONALD: to Lt APuL ele 2. 
Q. Article 2, page 5 of the contract 


dated December 11, 1954. 


MR. McDONALD: Yes, neve ec. 
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Q. Am I correct in assuming that the 
words I have just read,” whiach: réad) “seeweais 
Agreement shall be and remain in force and effect 
trom and after the date hereof, . .” == that aa, 
from December the 11th, 1954, until January lst 
following the date of first delivery of gas here- 
under, which I construe as being January 1st, 1958? 

MR, McDONALD: That’ 28 Prene, 

Q. And thereafter for a period of 20 
years? 

MR. McDONALD: That 2 bent, 

Q. ") . . and from year to year there- 
after until terminated... 

MR. McDONALD: That. 1S Phen, 

Q. On page 7, under Article IV: 

"The buyer agrees to take and purchase from the 
seller, and seller agrees to sell and deliver to 
the buyer 300,000 Mcf of natural gas per day at 
the rate of delivery hereinafter specified:" -- 
and for this year the contract demand is 250,000 
Mcef per day; next year, starting January PSGe 
will be 300,000 Mef per day. Mat its. Compecr? 

MR. McDONALD: That 2S orhents 

Q. On page 8: "Buyer's right to 
increase contract demand: at such time as there 
are available to seller under the terms of seller's 
gas purchase contracts proven and recoverable re- 


serves capable of delivering an additional 100 
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million cubic feet of gas per day over and above 
buyer's maximum contract demand of 300 million 
cubic feet of gas set forth in Section 1 of this 
Article IV, and over and above the requirements 
of seller's markets in Canada, seller shall so 
notify buyer in writing." Did “you do thet? 

MR. McDONALD: Yes, 

Q. "Buyer shall, for sixty days 
following receipt of said notice. have the right 
to increase its contract demand hereunder by an 
amount not exceeding 100 million cubic feet." 

Did they do that? 

MR. McDONALD: Yes; they aia. 

Q. "Should buyer desire to so increase 
its contract demand hereunder it shall so notify 
seller, specifying the date, which need not be 
earlier than January lst, 1960..." -- and they 
specified 1959, did they? 

MR, McDONALD: Yes, November lst, 1959. 

aye nw Oe PUb with Bev "sele excention 
and subject to buyer's obtention of all required 
authorizations, shall not be later than one year 
after the date of buyer's notice to seller, on 
which the increased contract demand is to become 
effective. Seller shall thereupon dedicate 
to the performance of seller's obligations to sell 
and deliver gas hereunder additional proven and. 


recoverable gas reserves in the VAtiLo Of £O- DE lilaen 
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cubic feet of reserves for each 100 million cubic 
feet per day of additional contract demand. Seller 
shall be free to dispose of any portion of said 
additional 100 million feet of gas per day not 
so taken by buyer." As I follow it, when they 
deve exercised that option, as you have tald ws 
they have done, they have an out if they can't get 
a permit to import; but, there isn't any out given 
to you? 

MR. McDONALD: No, the authorizations 
are applicable to both parties, as I understand 
the contract. 

Q. The next clause -- what does 
this mean: "The seller, at buyer's request, 
shall make available to the buyer in excess of 
the contract demand in such volumes as, in the 
seller's judgment, the seller shall have available 
for delivery to the buyer from time to time, but 
such deliveries shall not be construed as increasing 


the contract demand as herein contained."? 


MR, McDONALD: Well, I will dispose 
of that paragraph: "Volumes in excess of contract 
demand" -- that means if we happen to have gas 


available on any day at Huntington which Pacific 
Northwest happens to want, and we felt like giving 
it to them, we would sell it at 22 cents. Di 

we didn't have it available, or didn't want to 


f\ 


give it to them, we don't sell it. A similar 
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situation exists in the B. C. Electric contract: 
Cir Seki. 0 fa, Slough over arrangement when you 
have excessive capacity if the purchaser wants it 
Ge lLiw.ered.. 

I do think we should deal with our right 
to increase the contract demand which you read. 
I should detail the actual arrangement which exists. 
That obligation as between the parties has been 
modified. On May 25th, 1957, it was agreed be- 
tween \iestcoast and Pacific --- 

Q. That Ls inthe mew econtrack: 

MR. McDONALD: Yess, Mayr 25th yd 957. 
Westcoast proposes to sell to Pacific Northwest 
one. milion ucuble feet. of naturpad gas and deliver 
TO.Paciiic. at Sumas. The arrangement between 
Westcoast: and Pacific is conditional upon both 
Westcoast and Pacific being granted all necessary 
governmental and regulatory permits and authoriza- 
tions required to enable them to make and take 
delivery of all the volumes of gas proposed to be 
sold or purchased, and, 100 million cubic feet per 
day mentioned in paragraph 2 of Article 4 of the 
contract dated December llth, 1954. 

This letter is, in effect, a 200 million 
foot, contract. 

That was further modified on June 8th, 
1957, by the addition to the S00 Mia ton .cupilesresy 


of 50 million cubic feet; so, the total was 250 
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mations Gubice feet, 

On May 25th Westcoast notified Pacific 
Northwest as follows: "Westcoast Transmission 
Company Limited does hereby give you notice that 
Westcoast has available to it gas purchase con- 
tracts covering proven and recoverable reserves 
eapablevof delivering an additional’ 100\imillion 
cuble feet of gas per day over and above Pacific 
Northwest's maximum contract demand of 300 million 
ecubie) feet of gas per day set forth in»Section 1 
of the said Article IV of the said agreement" -- 
December lith, 1954, ARG. MOveRMeanelaboveiane 
requirements of »-estcoast's markets in Canada. 
such gas purchase contracts are subject to the 
obtaining by Westcoast and by your company of 
the required governmental authorizations permitting 
the sale and purchase at the International Border 
eLvboth the 100 militon cubic feet of gas per day 
under the terms of the original gas purchase agree- 
ment of December llth, 1954, and the additional 
HOO million cubic feet of gas per day dellvesed 
at Sumas, Washington, as provided under the agree- 
menu von May, 2oth,. LO57 a5. ss jas. MURS AHO tice. ns 
expressly made subject to the optainine of such 
authorizations, " 

The reply is also dated Mer 25 big Loos 
"you are hereby notified that Pacific desires to 


sncrease its contract demand under the provisions 
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of the agreement above mentioned . . ,." -- that is, 
December lith, 1954 -- ", . . by the amount of 
HOOrmittion cubie feet per day, the delivery of 
such increased volumes to commence on the lst day 
of November, 1959, It is expressly understood 
that the availability of hereinbefore stated amount 
of 100 million cubic feet per day is subject to 
the obtaining by Pacific and by your company of 
the required governmental authorizations permitting 
the sale and purchase at the International Border 
at Sumas, ‘ashington, of both the said 100 million 
cubic feet of gas per day and the additional 100 
meiiioen, cuble feet of gas per day provided under 
the agreement of May 25th, 1957, between our 
respective companies." 

So, what we have actually been doing is 
negouclatineg for 250 million cubie feet of gas per 


day. 


pe 


7 a | 


4 ae 


uw . ? 
1h ie iidet 


ie Ol tteSt yo ante niet! erty 


ae 


atiiamirnve: heaiope: edt 


oe oe 8 i 


ANGUS, STONEHOUSE & CO. LTD. ss oe 
TORONTO, ONTARIO 


Q. I want to be clear about this, but 
before I ask you the questions I think I should 
go on to read Article va aoe is the next Article 
of the contract; the one I have been refernine 
to. That is at the bottom of page.9, headed 
Price’. 
"Subject to the adjustments hereinafter 
"provided for the Seller agrees to sell 
"and deliver and the Buyer agrees to 
"accept and pay for all gas delivered 
"py the Seller to the Buyer under the 
"contract demand provisions hereof prior 
"to January first, 1959 demand and 
"commodity rates which on a 90 per cent 
"load factor will result in a price of 
"92 1/4¢ per MCF and on and after January 
"first, 1959, demand and commodity rates 
"which on a 9O per cent load factor will 
"result in a price of 22¢ per MCF for 
"vas actually delivered in excess of the 
"contract demand on each day during the 
"month. The Buyer shall pay the price 
"resulting from the application of the 
"apove described payments and commodity 
"nates on 100 per cent load factor basis." 
Now, it was following this contract, was it not, 
that you went back to the Conservation Board of 


Alberta to get a modification of your export permit? 
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MR. McDONALD: That is right, Mr. Pattillo. 

Q. You did not need to go to any Con- 
servation Board in British Columbia because they 
did not have one then; is that right? 

MR. McDONALD: There is no legislation for 
this particular occasion. 

Q. And then you went to the Transport 
Board? 

MR. McDONALD: That is true. 

Q. Now, when you were getting the permits 
to export gas and dealing with the total quantity 
requirements for the fulfilment of this contract, 
were the amounts allowed by the Province and by the 
Dominion adequate to cover, not only the 300,000 
MCF per day, but the additional 100,000 MCF per 
day that they had been optioned to take as and when 
reserves were proved? 

MR. McDONALD: No, they are definitely 
mot, The license’ does set out in’ the exnibicey Mr. 
Pattillo, export license under Tab: 3. 

Q. This becomes very important, I think, 
and I want to try and get the facts as exact as we 
can. 

MR. McDONALD: Yes. The license under 
Tab 3 is a license dated the eTon day of Jumes 22955. 

Q. Yess 

MR. McDONALD: And it covers 125 billion 


cubic feet of gas per day which I calculate to 
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amount to an annual maximum delivery of 343 willion 
cubic feet per day. 

THE CHAIRMAN: I think, Mr. McDonald, you 
meant to say 125 billion cubic feet per annum. 

MR. McDONALD: Yes, I. am sorry. e5 
billion cubic feet per annum, which equals 343 
Kiewronucuble feet per day. LE. think, (ir. atrial], 
you will understand that our contracts, on the face 
of which would be 400 million cubic feet per day, 
but if we were going to get this additional 100 
million cuble feet you: refer to == and I. did, in 
the original application to the Department of Trade 
and Commerce, apply for 150 billion cubic feet per 
day that on subsequent discussions with Mr. Maclean 
and Mr. Sharp, who is Deputy Minister, I pointed 
out to him we did not have gas reserves under con- 
tracey. for 150/biblion cubic feet annually arter 
making proper allowances for the British Columbia 
consumer, and we agreed between us that 125 billion 
cubic feet per annum was the proper amount to insert 
ine thas iicense pes the reason that we would require 
approximately 100 billion cubic feet for deliveries 
at the rate of 90 per cent of 300 million feet a 
day. Then you refer to the excess gas situation, 
and I pointed out I would just like to have the 
opportunity to deliver this excess gas if it hap- 
pened to be available on this 100 per cent load 


factor, and they allowed an additional amount and 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


that is how we arrived at 125 billion cubic feet; 
but we definitely must go back to the Minister of 
Trade and justify the whole arrangement under which 
we intend to export any additional gas. We will, 
practically, have to do our project all over again, 
our economics and, particularly, make sure we 

are covering the Canadian industry. 

Q. Without going back to the authori- 
ties in Ottawa, as the thing stands now, all that 
Pacific Northwest could require you to deliver is 
up to the 343 million cubic feet per day? 

MR. McDONALD: No, no; only 300 million 
cubic feet per day. The additional 43 million cubic 
feet is what T'would ‘cabl gravy. Wey could» give it 
to them if we wanted to, but we are not under 
obligation to do so and we would only do so provided 
it fitted into our overall operation. 


Q. 


7) 


Now these letters you read from, 
May 25 of last year, 1957, we have not got those 
in the material you filed with us. 

MR. McDONALD: They are included in 
what we call our consolidated volumes. 

Q. The ones you brought this morning? 

MR. McDONALD: What I have given you is 
what Mr. Hetherington and I have on our desk for 
daily use except for one contract, the Thermo 
plant contract of B.C. Electric, which I will pro- 


duce during the day. 
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Q. There is only one other question; I 
want to ask you about these contracts at the moment, 
and that is under Tab 15 of the exhibit book. It 
arises out of an answer Mr. Hetherington gave a 
few minutes ago. Reading from the letter of December 
9, 1957, which is a letter from your company to 
Pacific Northwest and accepted and agreed to on the 
same day by that company, Mr. Kayser executing the 
document. I am reading the second paragraph: 

"This letter is to confirm the further 

"agreement between our companies that 

"the definitive agreement to be entered 

"into pursuant to the hereinbefore men- 

"tioned agreement dated May 25, 1957 

"Shall provide that notwithstanding the 

"orice provisions set forth in Article 

UVi in the Proof; of May 252195 (05). . - 

-- that is what I call the new proposal? 

MR. McDONALD: That 2s rien, 

Q. "| . of the proposed definitive 

"apreement the amount of money to be 

"»yaid each month for gas delivered and 

"»urchased 
=<that ig on Kingsgate; is 1G mon? 

MR. McDONALD: That is right. 

ae * y shally per -pe teeta the 

"Pull cost of service incurred by West- 


"coast in purchasing and transmitting 
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ANGUS, STONEHOUSE & CO. LTD. 
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“the gas to Kingsgate, including an 
"annual rate of return of 7 1/2 per 
"cent on the net investment in the 
"facilities required for such delivery 
"of gas from time to time, such cost 
"of service to be determined substan- 
"tially in accordance with the rules 
"and regulations of the Federal Power 
"Commission." 
I would just like to know: supposing the Kingsgate 
scheme was approved and you were going to carry 
it out, did you not contemplate that under that 
scheme Mc, Kayser, on behalr of Pacific Northwest 
Pipeline agreed and iS agreeing that the prices that 
he has to pay are to be determined in a manner so 
that, starting immediately, you will have a return 
of 7 1/2 per cent per annum? 

MR. McDONALD: Well, substantially that. 
We might, for convenience, make some adjustment, 
but it would be a very minor adjustment. 

Q. So that would be one pipeline system 
that would start right off making 7 1/2 per cent? 

MR. McDONALD: Yes, and I think we would 
be very fortunate in that situation. Bh think = 
should -- I do not want to quibble about it, Mr. 
Pattillo, but Westcoast and Pacific Northwest is a 
different type of arrangement and that is what Mr. 


Hetherington referred to as a new venture. Eels 


‘ 


} eeniitan? ‘bie ot bortipon mu 


Pado’ viswe * Tt Seg | 
ae Say Reha Delnee 
} bili Reet bi ified ot ley of ao He “toh re) 
ae 4 oe 
) egtay side ete. ilBao dba’ so wis 


> ; : P ae en a= rie oe ; : 
CoWot Lerebet ead to’ tiio:kdis baer “bids , 


Y viepey 03 


‘dohad isis" 


. Le gee stig, ag = ans ars ; oe : ai) 
| Sr easei Ot a ed aorta pees ‘ion ey ‘enh rth ae arale ty t 
: ae oe RRO Ske pe Beta eee ae, Ai 
| ay oo 8 waraw “diy ‘brie Bavoldde daw smoroe |. 


’ 
ets ft) wee Rota irre Dey TS Galea ee atom bee at 
an ead rs rs F Be pec £ 


aes ae Fede SLA eta Re ae “t By a Pee | & i ° 
MSibstity twee) A wLiyiy Hos tom oy Bib due x2 


») *. ; J 
sili egignts o co thaaht Nene ek ot) Beene 

| ej bs! | ve ‘ et a Ge: 8 E , , ) , S SOCEM » aed “MM erietoe 

j ae. 5 ) / 
‘1 i oe : ee URGE ‘ ' 
A) | BOY BGR) aviv 1 /SE) Dies ‘pets ‘ont Log te | 

mAs 2 te i. Pe a A, Pa aes Pea Re Gas } 

Sh Ue ERR me TAA’ (vey bake Wea pageiacl™ mY Je 
Wea 6a Yeadin & wh DSiieseb aa Ge. o¥e aq od ‘aa 3a | 

| + i 

WO Pass “ eK MCN AEN MM Rd Slt Oe Eat peace 

| ath ashe *) aia “of Oy ~eisied art f poly tite ve tant 

- Sag + & \ 

| Tree by re Dries ‘teq xt sf to 
‘ ae Ry” pie te ae . pe Wee . | 
i | ha Pata ar 19M . iN é | 
iy Leesan re BE = reese Ae ae . p o cal: ; . SAM - [3 oe es 

| Ces re ia oie {eiheLlaevnos tot Lidia: ew 

Ve we ce Naot GAT are sce AUN a, See eds a eee 

ry LDS "Miter view 6 3d Bryow FL. tod 

. 

| ates Habe aa iid dec? ." 


Pan re ee: Rp x 
a hg ry aes) op TS 


ices aeae + Wet a sisi” 53 peinpiod 


lt | aera an Os ee 


ANGUS, STONEHOUSE & CO. LTD. 
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an entirely different situation. TI would just 
like to put that on the record, 

Q. The aie thing I was going to 
ask you is: under this new scheme of Kingsgate, am I 
correct that it differs from the present Sumas deal 
in that there is no obligation on Mr. Kayser to 
take any gas if he does not want it? 

MR. McDONALD: No, no, this 18 a take-— 
or-pay proposition. 

Q. It is a take-or-pay? 

MR. McDONALD: Pacific Northwest must pay 
for 150 million cubic feet of gas -+- 

Q. Whether he takes it or not. 

MR. McDONALD: Provided, Of "course, thar 
We have it there. Mr. Kayser had it very clear, 
if because of local requirements we only have 100 
million cubic feet of gas there, that he would 
waive the requirement that we would have to deliver 
that gas, so we are protected, but he has not, in 
any way, reduced his obligation to take the 150 


million cubic feet of gas per day. 
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MR. PATTILLO-: Mr. McDonald, I am going 
to ask Mr. Patterson to ask you some questions 
regarding the reserves and the purchase contracts, 
and after that I will build questions of the shares 
in your statement this morning. 

THE CHAIRMAN: Before you proceed, Mr. 
Patterson, just clear me up on this, Mr. McDonald: 


Q. In the contract that you had prior 


to the supplemental letter of May, 1957, actually 
Westcoast was obligated firmly to fill this addi- 
tional quantity of gas under the terms of that 
Gontrach, was it not? 

MR. McDONALD: Subject to two conditions. 


THE CHAIRMAN: Just answer it: it was 


obligated? 


MR. McDONALD: Li.am Sorry. 


THE CHAIRMAN: ~=— FO dG) Sos) bue ab. didn! t 
have a permit from -- I haven't looked at the Alberta 
permit -- but it didn't have a permit from the De- 


partment of Trade and Commerce which would permit 
ECO: dO. B07 

MR. McDONALD: That is correct, and that 
is one of the conditions that we had in that contract. 
The other condition was that any gas that we offered 
for sale had to be in the word of the contract 
"shall be over and above the requirements of the 
Seller's market in Canada." In other words, if 


there is any conceivable possibility that that would 
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have retarded any market demands we were under no 
Obligavion to offer it to the United Staves, 

THE CHATRMAN: That was in your May 
supplemental contract? 

MR. McDONALD: No, that is in the December 
iva shoo Contract, 


THE CHAIRMAN: Decemeer llth, 1954, 


contract? 

MR. McDONALD: Yes. You see, we had two 
conditions: one was -- this contract was only for 
500 million feet per day. Now, in the course oT 


negotiations this 100 million feet per day was put 
in the --- 

THE CHAIRMAN: In the main contract? 

MR. McDONALD: Yes, “but I Snsisted in “the 
negotiations that we only sell the gas that we 
had above our own requirements and (2) we would 
only sell when we got authorizations in Canada. 

So. thav 16 what ties OptlLon ls supjecG. 7a, 


THE CHAIRMAN: Well, as I understand it 


-- I may be very wrong -- as I understand it that 
is not what is clearly set out in the 1954 contract, 
and that is why you had to have an amendment in 
May, 1957. 

MR. McDONALD: No. 

THE CHAIRMAN: Because, frankly, you were 


hooked under the 1954 contract. 


MR. McDONALD: If we had the gas under 
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contract --- 

THE CHAIRMAN: You were hooked. 

MR. McDONALD: --- and these conditions 
were met, then we were obligated to deliver it; 
that is true. 

THE CHAIRMAN: Ait 2oge 

MR. McDONALD: At 22¢. 

THE CHAIRMAN: And you had no permit to 
do so? 


MR. McDONALD: No, ano. lt was Subjecr to 


two authorizations, .first,.the authorizations, in 
Canada and, (2) the authorizations in the United 
States. Every contract we have signed, this company 
Sslened, Starts out that.it.18 subsecesto thesecurgent 
regulation -—-- not the current, but the authorization 
required to implement it. 

THE CHAIRMAN: Yes. But what I am 
trying to. get ab ds this: in the 1954 contract 
you contracts, firm.for S500 uml bone coeur 

MR. McDONALD: Yes, that is right; 

THE CHAIRMAN: You then gave an option 
for an additional | lOO mil Tiong 

MR. McDONALD: Cuble Weer. 

THE CHAIRMAN: Yes. 

MR. McDONALD: Yes. 

THE CHAIRMAN: But when you went for your 
permit to the Dominion Government you got a permit 


which permitted you to export 125, up to and not 
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exceeding 125 billion cubic feet per annum. Cor- 
rect? 

MR. MeDONALD: That is correct. 

THE CHALRMAN: Well, then, you didalx 
have a sufficient amount in your permit, as I under- 
stand it, to cover your additional amount under 
option? 

MR. McDONALD: Thats, right, thaveis: true. 

THE CHAIRMAN: That is what I want. 

MR. McDONALD: Yes, true. 

THE CHATRMAN: I just want to get the facts. 

MR. McDONALD: Tha tikes ra ehc. 

THE CHAIRMAN: I mean you were hooked 
under) thatcontractwat 22¢ per cublesfeetp ag tne bor= 
dérin soninm May slastuyear., quite prudently sand. proper= 
Lye oOrn Went ibOwacteice NoRGhWesteend., Jinivetlec, 
you fot relief trom this obligation? 

MR. McDONALD: Yes. 

THE CHAIRMAN: Tsn't. that the sense of 107 

MR. ‘McDONALD: That is the practical effect. 

THE CHAIRMAN * You were released from the 
22e¢ rate. I haven't read anything that I caught 
that would release you from having to sell that addi- 
tional gas if you did get a permit at 2e¢. 

MR. McDONALD: Well, the net effect is 
that the 100 million cubic feet option under our 
December, 1954 contract is now attached to an 


additional 150 million cubic feet of gas on which 
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There “is “no price set: The first miiiton feet of 
gapeis*Set, av 22¢, but in ‘order to “sé149 250 miilicn 
cubic feet of gas we are free to negotiate on the 
150ml Viton cubic reet. basis Tor which! is an aporo- 
priate price for the total amount, 

THE CHAIRMAN: Well, then, you are Stila 
hooked to a 22¢ price for that 100 million cubic 
feet provided you get the permit. All you have 
donet Ustget released from being on! the’ hook. Now 
your navel'to get a permit and they Have agreed that 
Lsuoniye an ‘obplisatLon If youreet "apermi t, 

MR. McDONALD: No, they adiways agreed to 
that right from the day --- 

THE CHAIRMAN: Well, we are talking at 
cross-purposes because you had a permit that doesn't 
cOverant. You eaid that a Pewimoments- ago. 

MR. McDONALD: Yes, true. 

THE CHAIRMAN : Well, then, you haven't got 
a permit for the additional LOOimiliion feec? 

MR. McDONALD: Yes: 

THE CHAIRMAN: You have to get a permit? 

MR. McDONALD: We have to get a permit. 

THE CHAIRMAN: You have Never been e- 

leased from your main contract in the States of the 
price of 22¢? 

MR. McDONALD: NO = thatetle truer 

THE CHAIRMAN: So what: you, in effect, 


are planning to do I assume is to enjoy a better 
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price, ror the additional 150 mitlion feet to bring 
BIS ACOval Up to, 250 million feet, assuming you get 
peerpii Ce up tO a»price that. is going toube peonie— 
able and give you 7 1/2 per cent return? 

MR. McDONALD: Trat would be the ulti- 
mate object of our negotiations; we will endeavour 
to gen tnat. 

THE CHAIRMAN: Therefore ,. if syousdrdn + 
ee Ehe permit forthe additional 150 million eubic 
feet plus the balance of the 100 million cubic feet 
not covered by this, you would have no obligation 
Wet respect to that addi tionad 100 smal bon cubic 
fee co deliver to Paeitic Northweeec? 

Mine. MEDONALD: -Thest Us Correct. 

THE CHAIRMAN: Is that a fair summation 
of the present legal position? 

MR. McDONALD: Yes, that is the exact 
position. 

THE CHAIRMAN: Thank you. 

MR. PATTERSON: Mr, Chairman, I received 
today from Mr. Hetherington certain further reports 
and documents which contain similar material to 
that which was placed before the Commission yester- 
day in regard to the Alberta and Southern project, 
and I would like to now put those in as exhibits 
as background material and to briefly refer to 


them.,: 
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the Consolidated Gas sales contract, Westcoast 
Transmission Company Limited; and as Exhibit 
C-18-3, Consolidated Gas purchase contract, West- 
coast Transmission, and I think I am correct in 
saying that the documents contained in C-18-1 and 


2 are solely in reference to the Peace River 


DPOJeCCt. 
MR. McDONALD: No, they contain: all or 


our contracts ineluding the contract from Southern 


Alberta, 

J——-—B LoL? NO, C-l6=L: Westcoast Transmission 
Supplemental Statement. 

“sh oHI GIT NO, C-1G-2: Consolidated Gas sales 
contract. 

---EXHIBIT NO. C-138-3: Consolidated Gas pur- 


chase contract. 
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MR. PATTERSON: And further with respect 
to contracts in Southern Alberta, I have a group of 
letters of intent in regard to what has been referred 


to as the Wimborne Field that might go on as Exhibit 
C-18-4, 


-~--EXHIBIT NO, C-18-4: Letters re gas purchases in 
the Wimborne Field, dated 
January 13 to January 27, 
1958. 
MR; PATTERSON: And, as Exhibit C-18-5 
a report dated September 1, 1957, of controlled 
estimated natural gas reserves. 
---EXHIBIT NO, C-18-5: Report of controlled esti- 
mated natural gas reserves, 
Peace River area, dated 
September 1, 1957. 
MR. PATTERSON: AS’ CHE Sixth Gxatowcs 
a report dated the same date of available estimated 
gas reserves. 
-~--EXHIBIT NO, C-18-6: Report of available esti- 
mated natural gas reserves, 
Peace River area, B.C.and 
Alberta, dated September 1, 
Re key ie 
MR, PATTERSON: Then a report, being 
volume 3 of three volumes submitted to the Board of 
Transport Commissioners in regard to gas reserves 


and deliverability as the next exhibit, which will 
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-~-EXHIBIT NO, C-18-7: Submission to Board of 
Transport Commissioners 
in support of gas trans- 
mission pipeline projects, 
volume 3, gas reserves and 
deliverabiiivy. 
MR. PATTERSON: Then the report of 
November 14, 1955, estimated natural gas reserves 
Gye Rape. Davis ass Exht bi to0% 
---EXHIBIT NO, C-18-8: Report dated November 14, 
1955, estimated natural 
gas reserves, Peace River 
area, by Ralph E. Davis. 
MR. PATTERSON: As Exhibit 9, the certifi- 
eave of June 21, 1956,' Gf Ralph Be Davis, brincine 
his previous estimate up to date. 
---EXHIBIT NO, C-18-9: Certificate of Ralph E, 
Davis. dated: dune 21, 1056, 
MR. PATTERSON: Then, as EBxhibis 20, che 
certificate of May*9, IO57, of Ralpn Ew bavis, 
bringing the earlier estimates up to date. 
---EXHIBIT NO, C=-18-10: Certificate of Ralph Ef. 
Davis dated May 9, 1957. 
MR, PATTERSON: Q. Now turning to Exhibit 
C-18-9, which is the letter dated June el, 1956, or, 
rather,a certificate of gas supplies supplied by 
Mr. Davis to the bond purchasers, I note that, as 
of that date, he states that the date of exhaustion 


of the firm gas supply of Westcoast Transmission 
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Company Limited will be a date not earlier than 
January 1, 1973, and, by rererring vo tie fom 

gas supply, I take it he means that gas which 

is actually under contract? 

MR. McDONALD: Yes, and deliverable. 

Q. Then he goes on and says the date 
of exhaustion of available gas supply will be a date 
not earlier than November 1, 1979, 

MR, McDONALD: Yes, 

Q. Now, available gas supply means 
what ? 

MR. McDONALD: That is. the gas in the 
general area of the pipeline project, the general 


Peace River area. 


Q. ‘Ihether or not under contract? 

MR, McDONALD: Whether or not under con- 
tract. 

Gr. And then his letter dated May 9, 


1957, again a report, I take it, to certain bond 
purchasers, the Metropolitan Life, New York Life 
and the Massachusetts Mutual Life, he states the 
date of exhaustion of firm gas supplies will be a 
date not earlier than January 1, 1976. 

I take 1t from that that in the period 
between the two letters, approximately a year, 
you negotiated the Phillips contract, is that the 
one? 


MR. McDONALD: That 16. tie. 
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Q. That is the contract that you had 
reference to in regard to an additional approximately 
one trillion cubic feet of gas, I think you said? 

MR. McDONALD: Yes, one trididion, The 
contract referred to on page 33 covers 62,500 Mcf 
per day, which is equivalent to roughly 600 billion. 

Q. Now, the date of exhaustion of 
firm gas supply would give us, approximately, an 
18-year period, as you mentioned? 

MR. McDONALD: TWhateis riehv. 

Q. And the contract. runs, 6f course, 
for 2O years. Does Westcoast believe that they can 
get additional gas in the Peace River country at a 
price such as you now have in the contracts already 
made to take up that gap? 

MR. M. DONALD: From the 18 years to the 
20 years? 

Q. Yes, (say. 

MR. McDONALD: I believe you can, 

Os Do you think that will be from the 
parties now under contract solely or from parties 
not now under contracts? 

MR. McDONALD: Oh, I would say from both. 

As discoveries are made, Mr. Patterson, 
in the vicinity of the pipeline, the gas is readily 
marketable and we believe we can pick it up. 


Q. Are any of the reserves that are 


assigned under the delivery statement at page 33 of 
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the submission gas cap reserves? 

MR. MCDONALD: Yes, I understand the 
White and Lloyd contract, the Blueberry Field 
contract, is a gas cap situation. 

‘Qe And what effect would you say that 
would have on the deliverability of the 30,000 Mcf 
daily figure? 

MR. McDONALD: It would postpone the 
deliverability of the gas. It would not neces- 
sarily affect the volumes available over the 
1afe Of-the contract with White and Lioyd, 

We have put in a very substantial 
gathering system to that particular field. 

Q. And it would postpone the delivera- 
bility for approximately what period? 

MR. McDONALD: That would depend a _ great 
deal on the extent of oil flow and, secondly, on 
the marketability of the oil. If it is taken out 
in a hurry, of course, the gas would be availaple 
sooner; but in the over-all period of 20 years I 
think there is no question of getting a substantial 
volume of gas under that. 

Q. And that has reference, I think, 
to the Mississippian pool in the Blueberry Field? 

MR. McDONALD: Yes. 

Q. And has a similar situation arisen 
with regard to the Permo-Pennsylvania pool at the 


Fort St. John field? 
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MR. McDONALD: No, that field is a very 
limited situation, It has not affected the gas 
Srvuuavion at ald, 

Q. It has not put it under the 


same postponement calculation you made with respect 


to the white and Lioyd? 
MR. McDONALD: No, The volume of 


oil discovered does not warrant giving considera- 


tion to adjusting the bonds. 
MR, PATTERSON: DL think, Me Chalvmen: 
if it meets with your approval, this might be a 


convenient time for adjournment. 


THE CHAIRMAN: Just before we do that, 
I would like to ask this: 

Did you say that by the end of 18 years. 
you would be able to purchase gas in the Peace 
River area at no greater amount than you are now 


purchasing ib? 


MR, McDONALD: No, I didn't mean vo 
convey that impression. 

What Mr. Patterson asked me was, ‘'Did you 
intend to get additional contracts at the current 
offering price of ‘iestcoast," and I suggested to 


him that we would get additional contracts at 


that price; but we will get them now, I mean, 


in the next year or so. We are not going to 


get that 20 years from now. 


THE CHAIRMAN: Oh, I could not believe 
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MR. McDONALD:  No,no. 
THE CHAIRMAN: Gentlemen, we will adjourn 


and reassemble at two o'clock this afternoon, 


---Whereupon the hearing adjourned, at 12.15 p.m., 
Uta 32.00 p.m. 


| 


Wil ve 


| 


Neu 


1740 


ANGUS, STONEHOUSE & CO. LTD. 


-~--On resuming at 2.00 p.m. 

THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. Mr, Patterson? 

MR. PROTERSON: Sir, with reference to 
the matter to which Mr. McDonald drew our attention 
this morning that in the gas sales contracts he 
was supplying us with this morning,there was not 
included a copy of what we refer to as the Thermo 
Plant contract with the British Columbia Electric 
Company, and he is now giving me a copy of that 
.--EXHIBIT NO. C-18-11: Copy of the Thermo Plant 

contract with British 


which I would ask to have marked as Exhipie Colo- il. 


Columbia Electric Company. 


" MR, PATTERSON; Q. 1 taker au, Me. 
MeDonald, that from our review of the Blueberry field 
and the Fort St. John field that you either have or 
will have to amend your deliverability table in 
regard to the Blueberry field but that your opinion 
4s that would not be necessary in the case of the 
Fort St. John field, is that right? 

MR. McDONALD: Well, I could not say, Mr. 
Patterson, If the deliveries from the Blueberry 
are going to be 30 million, for which we made a 
contract, we do not anticipate -- in our opinion, 
it is not necessary to amend the deliverability 


schedule. 
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varus 


Qe Letme puy Dt this.ways  dotake a6 
from my understanding of our discussion this morning 
that since the time of the contract the oil and gas 
Cap (problem has arisen and 10 is mot fulay dmoun, 
so its effect was not fully known or anticipated 
at the time of the 30 million contract being signed. 

MR. McDONALD: That was true but the 
extent of the oil content and the extent of the 
gas field itself has not yet been determined so, 
it is a matter of appraisal of the situation as 
the development proceeds, 

Q. And as yet you have not had to re- 
appraise and alter the figure of 30 million a day? 

MR, McDONALD: No. We anticipate taking 
down 30 million commencing November 1 from the 
Blueberry cfield. 

Or ©fH1 958? 

MR. McDONALD: MES There are several 
producer horizons im the (fields Sie pe-yetrareineve 
Revi 7on Vee, 

e And only one horizon is affected 
in the problem we are discussing? 

MR. McDONALD: Tha} Misiaal eines 

MR, CHAMBERS: If the Commission please, 
Me, Hetherington has prepared an analysis of the 
field prices under the various gas supply prices 
with Trans-Canada, Alberta and Southern, Western 
on the new application, as we call it, and it 


occurred to us it may be of some use to the 
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Commission and, with your permission, I would like 
to have Mr. Hetherington deal with that before we 
proceed with the rest of the cross-examination. 

MR. PATTERSON: Mr. Chairman, this will 
be Exhibit C-18-12, 

---EXHIBIT NO, C-18-12: Comparison of gas prices 
Alberta fields for 2O years. 

MR, HETHERINGTON: Mr, Chairman, we are 
offering this exhibit in view of the matters that 
have arisen in the last few days regarding field 
price paid by various people here in Alberta and 
it is necessary to compare these prices at compar- 
able conditions. For example, the Trans-Canada 
people purchase at the Alberta pressure base at 
14,4 pounds per square inch while Westcoast pur- 
chase at 15.02 pounds per square inch and Alberta 
and Southern purchase at another pressure base. 

Im. this exhibit, form the 20-year period 
for the Westcoast contracts, I have listed the 
pressures of Westcoast. Westcoast has contracted 
with its various producers in Alberta for its new 
project and the corresponding prices thatowill be 
paid during these same periods by Trans -Canada 
and Alberta and Southern are listed. 

The first two columns are the Trans-Canada 
prices; all of these are at 14.4 pressure base so 
they are comparable. In Trans-Canada, the other 


contracts, in 1959, started at 10; cents and 


: ae ho bleh 


a if » 


4 
; Z @ 
, Ree oaheee. poser eee a aaa eee eee . 
chi SHS ASR. chi PSSA a 


" Pe a 2 3 ® Sol. ait jie 8 LG LHe) —— in 
F Gg Heh A dei oR Si ble 
as ae’ 
| | | 
5 
} i 
. bath bette aL) ba SAM 
; 4 
) BIT Bi IY Ge, OES ee ash) srt Pet i6 
) ara ee ree WME ey 
. pb wee b oeetts Sveri 
{ 
. ck 7 * Pe Nees Be ; 
| iG) 4 ao tisv 4d Sfsq 95 Fey 
j oy : SEL ea i 
« 2 cit of i ' te 
3 se a SP ginal sean cies ii See. eee 
sins i Seno ig ths105 sigs 
t 
Se ee yy re mee TG e 
| b BYese (A Bee Te g2eifo tag eye re 
i , aca re ag Ne Lee 
a ‘ ‘ ots RAs ede fy f 
| y« Sfittiw Hox) Sq ebinog fiat 
; 
seca i as " - Sd eee e Rises aes cde wg iy 
| 2 tag ebnivog SOlPL te sABHo 
, 
. hia adece. clade le ei oie esc 
. ; ig ‘Tendtons Je saatotid txr6 i768 ors 
PY } 


19 set SanoodEel tesantesh: te yeuensyrd a 


{ 
res ond ‘brs Bostosy | 


i 
| nn ads ViedlA AL estoonPev, suetcey Seb ate 
-SAStT vd whokyed eaige éverd walurb bled 
| 


(Deteil dts pee rieeo pa 5) Sada bits 


= re 8 fr . 
ee ae ro ~ Boss Mae ’ ¥ 
a - - . 5, 
‘ } Ww LS orl Oe wis tort? ere 
“se Ld <a 
F y 
a : P 
+. ? Vy ” t\ E t M4 , # 
me oe ee Oa ee Oe 1 eee ey Di ay ere 
| SHO STUARSig Mel THe See gees es ere 
. iy a a - . 
© x ‘ oi by 
- ; pee TX PPS 
: ; Py ee Ce ee Se RS cee tilt a 
ts aaa At soi Bieta 


Ry rf ‘es 4 ~ 
boetade A 


ve 3 
wd 


Ck i= 


ee ie “ it ay ‘7 id ae > Alioe i ae t), 4 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 1743 


escalated upward, The new offer that Trans-Canada 
is making now, where they have made offers for 
1959 it starts at 13 cents and where they made 
otfers tn. 1960 it is 134, cents, 

The next two columns show the prices 
for Alberta and Southern, Now, Alberta and 
Southern has a June lst price date and some of 
ours are November lst. I have not attempted to 
get that within, even, six months. Thess are 
shown for prices prevailing during the majority 
of the year where that year is shown on the left 
hand side of the page. iige Pembina, prices ane. 
I do not know why these are lower, but the Pembina 
prices are lower and the producers, most of them 
had accepted, 

The other offers made by Alberta and 
Southern to us, for example, cases where we have gas 
reserves or an interest in gas reserves, I am not 
sure but, I believe, these are the prices offered 
to everybody by Alberta and Southern and they will 
not be the prices you heard Mr. Horton refer to 
yesterday because I have changed the pressure 
base to get them all on the same basis. 

This 13.2 cents on the pressure base 
of 14,4 is the 134 cents Mr. Horton was talking 
about and, actually, the prices are exactly the 
same, They are just expressed on a different 
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Now, the next column is the present 
“estcoast offer. We, actually, have contracts 
with producers to buy gas on a field gathered 
basis. Ail of these prices i have palkea scour 
so far are for field gathered gas, Trans-Canada, 
Alberta and Southern -- they all buy at a central 
DOING in che field, The producer must put in 
the production equipment, build a gathering system 
anc deliver Cas at. a central point at. the quai tre 
pressure pipeline schedule. That is ordinarily 
referred to as field gathered gas, Westcoast's 
offer, as you will see, starts out higher than 

lberta and Southern, In 1959 their offer is 

12.20 cents and our offer is 13.42 cente, Similar- 
iv, 2m 2960, Alberta and Southern’s often teu 154-0 
Cents end our price 18 13,90 cents, There are 
differences throughout the schedule but, on the 
average, if you just take an arithmetical comparison 
of Alberta and Southern's offer and our offer. 4 
straight arithmetical comparison, it will be 
almost exactly the same over this 20-year period. 

Now, since our prices are higher initially, 
the present net worth, considering the money is 
received during the early part of the contract 
vather than the latter part, gives some little 
favour to our price situation. 

Now, this 1s 4 good comparison for gas 


purchased in Alberta today on a field gathered 
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More important is the offer of Westcoast 
to purchase gas at the wellhead and under a wellhead 
purchase arrangement. Viestcoast goes right to the 
Christmas tree and will see if there is a separator 
battery; they go to the valve, put in all the 
equipment necessary to dehydrate the gas, gather 
Lu, mever it; bring it to a. central point, process 
it and make it merchantable and, in the ordinary 
eournsevor TLeld operation; st is customary to 
consider that it costs the producers somewhere 
between one and two cents per Mcf to perform 
those field gathering functions. You will notice 
in the first year, 1959, we pay, approximately, 
two cents more under, what is called, this West- 
coast present offer for field gathered gas than 
we do for our initial wellhead price. For example, 
the initial wellhead price for Westcoast is 114 
cents. The Westcoast offer for field gathered 
gas, for which we have a contract with East 
Calgary, is 13.42; approximately, 2 cents more. 

In that case we pay 2 cents more for field gathered 
gas because that is what it costs the producer to 
gather it. 

In 1978 that spread is dropped to one 
cent and that, probably, is all right too because 
over a 20-year period the gathering system facili- 
ties will be substantially depreciated and that 


one cent represents the cost of actual out-of-pocket 
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operation, 

In our contrdct, for the purchase of gas 
at the wellhead, we have a provision: as the 
capacity in this big line we build is filled up, 
certain economies of transportation result and we 
pass on, in large part, those economies to the 
producer so that when we get it up to 250 million 
cubic feet per day, we will be paying one cent 
more, 12.45 cents per Mcf, Thie ts Por ees on 
1959. When we get it up to 400 million cubic 
feet per day, which is even less than what Alberta 
and Southern proposes to take out, our wellhead 
price a3 14.38 cents. In other words, one cent 
per Mcf more than Alberta and Southern prices 
for field gathered gas which included the one or 


two cents it takes to gather the gas. 
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THE CHAIRMAN: May I ask a question. 
Has this tabulation and comparison been agreed 
to by Trans-Canada and Alberta and Southern Company, 
Mr, Chambers? 

MR, CHAMBERS: No, 

THE CHAIRMAN: I will take your advice, 
Me, Pattillo, but I do not see, with all due 
respect, that we can take it as anything but in- 
formation, We can take it as an exhibit as to the 
truth of the information in it pertaining to West- 
coast, but, unless counsel for Alberta and 
Southern and Trans-Canada agree to your figures -- 
I do not doubt them in any way -- I do not see how, 
on the record, that can stand as evidence. 

MR, HETHERINGTON: That is why I gave 
the basis for obtaining that and I said that those 
were contracts that the Trans-Canada and Alberta 
and Southern offered to us -- and by "offered" I 
mean Pacific Petroleums Limited -- for the pur- 
chase of gas. 

THE CHAIRMAN: Please do not misunder- 
stand me. Tt is information we would like to have. 

Now, let me ask this: you give this for 
Alberta but, under your existing operations, are 
not your main contracts for the purchase of gas 
in British Columbia? 

MR. HETHERINGTON: Yes, they are. 


THE CHAIRMAN: Do those prices compare 
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favourably with these? 

MR, HETHERINGTON: Our original price 
compared favourably with Trans-Canada prices on 
the old contract. We are not quite as high as 
Trans-Canada on the old contract. 

THE CHAIRMAN: What proportion of gas 
do you purchase in Alberta as distinct from British 
Columbia, on your existing operations? 

MR, HETHERINGTON: We purchase approxi- 
mately about two-thirds of our gas from British 


Columbia and one-third from Alberta, 


I should point out, Mr. Chairman, I 


have not listed our Alberta contracts in the Peace 
River area in this tabulation. 

THE CHAIRMAN: Then this is : only, really, 
relative to the two applications now pending before 
the O11 and Gas Conservation Board? 

MR, HETHERINGTON: Yes, sir. 

THE CHAIRMAN: Yours and Alberta and 
Southern? 

MR, HETHERINGTON: Yes, sir, that is 


what it is intended to be. 


THE CHAIRMAN: It has no bearing what- 
soever on the existing operation? 

MR, HETHERINGTON: No, it does not. 

THE CHAIRMAN: Thank you. 

MR, PATTILLO: Q. And on that, am I not 


correct in thinking that under the existing operation, 
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the most a producer can get in the lifetime of his 
contract, if he is eee up, is 124 cents? 

MR, HETHERINGTON: That is true, for 
the residue gas; but, to go back to the 124 cents 
that he can get, the producer having fields north 
of the Peace River, where the gas is wet and 
contains merchantable by-products, the producer 
gets up to 40 per cent for the by-products and, 
as I say, I have estimated the by-products will 
perhaps amount to 2 cents per Mef. So, taking 
them both, the price of gas and the return for the 
by-products, we find an amount of 146 cents as 
the highest price a producer can get from our 
present Peace River contracts. 

Q. Now, you have not got the penalty 
clauses in your contracts relating to this new pro- 
posal? 

MR, HETHERINGTON: No, we do not. It is 
a sort of -- rather than a penalty clause we started 
with the low figure first. 

For instance, in 1959 it starts at lls 
cents and escalates up to 14.38 cents. 

Q. Yes, but the prices we have been 
talking about up in the Peace River, are they field 
prices or wellhead prices? 

MR, HETHERINGTON: They are field prices. 

Q. So it is better to compare the 6 


cents at the present time being paid up there with 
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the 13.42 cents you are offering down here? 

MR, HETHERINGTON: Yes, sir. 

Q. Now, Mr. Hetherington, I was directing 
your attention this morning, when we were dealing with 
these costs of transmission, costs of purchase and 
costs of gathering, you will recall, and I asked 
you a question and we somehow or other got side- 
tracked, and I want to get the thing cleared up. 

At the present time, with your contract 
requirements to supply 300 million cubic feet a day 
at 22 cents, am I correct in thinking’ that, during 
the life of the contract, so long as those supplies 
do not increase, you will never be able to get your 
costs reduced to that 22 cents delivered at the 
American border? 

MR, HETHERINGTON: We will -- that is 
correct, with respect to the average cost of all 
of the gas delivered through the pipeline. 

Q. Now, then, it therefore follows 
that if you get permission to deliver this addi- 
tional .250 millionxcublea feet; the Siirsvy1 00 mititron 
cubic feet of that will be delivered for the same 
price of 22 cents, under the contract, unless the 
contract term is changed in that respect? 

MR, HETHERINGTON: Yes. 

Q. And then, as I understood it, before 
lunch, the additional 150 million, you would be free 


to negotiate a new contract and you hoped, in 
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negotiating that new price, that you would be 
able to considerably improve your over-all rate 
of return? 

MR, HETHERINGTON: Yes, that is right. 

I think Mr. McDonald pointed out that the arrangement 
we have throws the original 100 million together 
with the second 150 million so that whether we get 
the first amount or the second or get a new price 

for the whole, it does not make too much differ- 
ence, 

Q. Accordingly, therefore, in order 
for you to improve the situation so far as the 
U. S. contract is concerned, you have got to get 
a permit from Ottawa to permit you to export addi- 
tional gas through the present facilities to Sumas? 

MR, HETHERINGTON: Yeo. 

Q. Now, am I correct in thinking, 
from what you have told us, that the profit that 
you are voing, to make and which you project at the 
present time, in the light of what you have told 
us about the American contract now and the costs 
involved there is all predicated on two things: 
(1), the prices paid for gas by Canadian consumers 
and, (2) the low prices paid to the producers in 
the field? 

MR, HETHERINGTON: Well, no. The pro- 
jection that we have made, and we have not submitted 


to this Commission, but wherever we have made a 
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project of our future operating results we have 
assumed that we are going to go ahead and sell an 
additional 250 million cubic feet per day to the 
Sbaves, atv a higher price, and that we willbe 
able to pay a higher wellhead price. 

ye From your experience in the gas 
industry, would you anticipate that the FPC would 
permit you'to charge’ a- price forsthisy addielora. 
150 million cubic feet of gas which would permit 
a rate of more than 73 per cent calculated on that 
only? 

MR, HETHERINGTON: we Die Sones “one 
the Pederal Power Commission is going to go beyond 
the border’ as Tar asa rate of return Le sconcerned, 
te will make the contract with our suppliers and 
then, in turn, with the approval of their customers, 
Will eonsider this, “and "that contract. will be ‘sub-— 
mitted to the Federal Power Commission for approval, 
and they never have gone behind the international 
porder as far as rates of return on 4 Ganadian 
commodity are concerned. 

So I think the Federal Power Commission 
will simply decide, when they look at this contract, 
igs it in the public interest to permit the import 
of this gas under the terms of the contract and if 
the gas is needed and the price is reasonable and 
competitive within the United States I would have 


every expectation that they would grant the 
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authorization, 

Q. In order to bring your contract 
back into line, the price you would have at Sumas 
toma rne PHOtmiddionacubie feeta would. be considerably 
higher than the projected price that Alberta and 
Southern were telling us about yesterday, where they 
crossed the border, would it not? 

MR, HETHERINGTON: Yess, Sir, stinyvyous juse 
restrict the increased price to the 150 million 
CUbmem reel ti pelieve-thatels.correcty 

Q. Can we get back now to this, then: 
unless’ you do obtain a permit to export additional 
quantities of gas to the United States at Sumas, 
under the present situation as it exists today, the 
Canadian consumer on this line and the producers 
supplying this line will be the two groups which 
are subsidizing the sales to the United States? 

MR, HETHERINGTON: No, I don't agree with 
that. 

(Op Well, if we have it very clearly 
that we cannot put gas at the border for the United 
States consumer at 22 cents, which is the highest 
price we get for the present contract demands, and 
yet you project a profit on your operations, would 
you please explain to me how you can have a profit 
unless the Canadian consumer and the producer are 
providing i162 


MR, McDONALD: Mr, Pattillo, the question 
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asked is the question you asked me several days 
ago which, at that time, I dealt with. Now, if 
you would like Mr. Hetherington to deal with it 
again, he is prepared to do so, 

Q. Well, Mr. McDonald, I am quite con- 
tent that you deal with it. The only thine is 
that you will remember that you dealt with it the 
other day at a time when we had a transmission 
cost of 13.5 cents and now we have a different 
transmission cost and one which I think, with 
great respect, is much more realistic. Also, we 
have it clear now that we cannot get gas to the 
borden tor 22 cents, 

Now, on that assumption and assuming you 
do not get additional supplies, that you do not 
get a permit to export, I want to know if it is not 
so that the Canadian consumer and the producer are 
the ones providing the profit? 

MR. McDONALD: Let me put it this way, 
Me. Pattillo: © detailed that considerably, some 
days ago, giving the allocation d costs between 
these two contracts which, in my opinion, is the 
proper way to evaluate the costs as between the 
B.C. consumer and the consumer in the United States. 
Now, that is the evidence on which this company 
stands. 

Now, Mr. Hetherington has gone into it 


again and we have detailed it, with a great deal 
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more detail than the type of estimate which I 
submitted to you the other day on the record. bing 
convenient, Mr, Hetherington could speak to it now. 


Q. That is quite satisfactory. We 


are trying to get at the facts, Mr. MeDonald. 

MR, HETHERINGTON: I have used, as a basis 
for going into more detail the general method that 
Mr. McDonald had used in arriving at his answer, 


I have used the same general breakdown of the costs 


as contained inour Exhibit C, which is in the green 
book that I described this morning earlier, in 


arriving at the cost per Mcf per 100 miles of 


transportation, 

Now, this allocation is done on the basis 
of dividing costs between those costs which go on 
whether or not you put any gas through the pipe- 
line, and I will use the broad term -- this is not 
the strict. definition, but Lowild use chesproad term 
6fidemand or capacity costs for such items as our 
bond mortgage, which goes on whether or not we 
shut down or continue to operate; we still have 
interest; the rate of return goes on; we must pay 
income tax; we must accrue depreciation and there 
is amortization on certain items which must con- 
tinue whether or not we put 100 million, 200 
million or 300 million cubic feet through the pipe- 
line, so I will call those "demand costs". 


Then there are costs like operation and 
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maintenance, If we were not putting any gas 
through the pipeline and just shut down and dis- 
missed all the employees -- we might keep a 
treasurer around, or something, to write cheques 
for interest -- but there would not be any costs 
of operation @ maintenance if we shut down. 

Similarly, with respect to administrative 
and general costs, if we were not putting any gas 
through the pipeline we would not have any adminis- 
trative and general costs. 

Now, I will call those costs, and here 
acain 2. am using. the, Loose, deri nivion of tne word, 
UCommnouLby. costs. 

Also, the..cost of purchasing as. falls 
into that same category and the cost of producing 
by-products, because if we purchase twice as much 
gas we are going to have to pay twice as many 
dollars. 

Now, the operation and maintenance and 
administrative and general costs are not exactly 
proportionate to the amount of gas coming through 
the pipeline but they compare, in general relation- 
ship, to the amount of gas. If you doubled the 
amount of gas going through the pipeline you have 
to run three or four times as much compressor 
horsepower and that possibly doubles the cost re- 


lating to that operation. 
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So, generally speaking, these costs 
which I will call "commodity costs" are related to 
the number of cubic feet you put through the pipe- 
stalavey 

Now, I have taken annual costs, Let 
us use the year 1959 for an example here, I have 
taken annual costs from this Exhibit C and pus el) 
of the Tirst items, that is the gas and by-products, 
operation and maintenance and administrative and 
Pence Into Che -COMMOdLLY Costes, and al cic 
other costs related to the capital invested I put 
into a category called "demand costs", and I have 
divided the pipeline and gathering system and plant 
out, and there are a number of complications I do 
not think I need to explain,such as that I have 
credited the revenue from the scrubbing plant 
back to the costs of operating the scrubbing plant 
as between demand and commodity in the same 
proportion that the demand and commodity costs 
bear and, on that basis, I Wave to (set a erie 
credit from the operation of the scrubbing plant. 

Now; om that basis, I enc up thaw aa 
1959 the total cost that might be lumped as, say, 
to a demand cost, amounts to $17,452,000. The 
total costs that might be called commodity costs 
hotal. $11,;669;7000, Now, I am going to allocate 
the demand costs in proportion to the maximum day 


capacity of the system reserves for each market, 
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and that is a fairly common method of Goin We. 

In other words, the Baa costs are related to 
how much you need on the peak day. The pipeline 
capacity is a daily designed capacity and, to put 
out this 4450 million cubic feet of capacity, we 
Rave jisaid) that 300 million feet should be aivo- 
cated to the United States in support of our con- 
tract and we have allocated 150 million feet in 
support of the British Columbia contracts. 

So, dividing those demand costs of 
$17,452,000 between the United States and Canada 
on the basis of the capacity reserved, the demand 
charge applicable to the United States market is 
$11,635,000, and the demand charge applicable to 
the Canadian market is $5,817,000. 

Now, the commodity costs, as I said, on 
the ubasis of thie study, vary with the vodume, or the 
gas throughput, so dividing the total commodity 
costs of $11,669,000 by the amount of firm sales, 

which is 118.127 billion cubic feet annually, that 
ge58.you to about 9.88 cents perv Mcr as the 
average commodity cost and, applying that back 
to the gas used in the United States and applying 
it back to the gas used in Canada, I arrived at 
the commodity costs applicable to the U. S. market 
as $9,849,000 and at a commodity cost applicable 
to the British Columbia market of $1), 828 F000' 


Then I have to add also into the costs 
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that pertain to British Columbia the $622,000 
pipeline rental paid to Inland Natural Gas Company 
for deliveries in the Okanagan Valley and the 


West Kootenays, so I arrive at a total cost that 


ean be related to the sales in the United States 
of $21,483,000 and that turns out to be 21.55 cents 
per Mcf. 

Simi farlys in BrLvuish "GoPfmbpiay tieatouss 
cost of the figures I have given you is $8,260,000 
or a cost tous of 44,79 cents per! Mer, 

Now, we are actually charging a little 
more than the cost an our American sales sorthat 
brings the B. C. gas down to this average price. 

Now, on the basis of this allocation, 
which allocates both the capacity we are reserving 
for the various markets and also takes into account 
all the operations of delivering one cubic foot to 
the end ‘of the line, I can ‘only say thes prices we 
have are reasonable -- you can only be approximate 
in these things -- the prices have been fairly 
reasonable in representing a proper allocation of 
costs between United States and Canadian markets 
for the service provided. 

aie hat did you say the cost was that 
you arrived at for the United States? 

MR, HETHERINGTON: 21,55 cents per Mef: 


Q And you say that includes a return 
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MR. HETHERINGTON: Well, that includes 
rhe return. that is contained in Exhibit C, the green 
book, for the year 1959, which is 5.62 per cent 
after allowance for deferred income taxes, or 6,84 
Derm. centyberore thatvallowance. 

a Well, it certainly shows what you 
can do with figures, doesn't it, Mr, Hetherington? 
I mean, if the information you gave us this morning 
is right as to what you have to charge to put 
300,000 Mcf through this line to the U. S. customer 
which, as I understood, for the year 1960,would 
arrive at 32 cents in order to get a 74 per cent 
return --- 

MR. HETHERINGTON: Mind you, here I am 
not talking about a 73 per cent return. I am 
talking about this 5.62 per cent return and, on 
that basis, the average cost of every Mcf of 
firm.gas that we put through there is a Mvtle over 
25 cents an Mcf, and all I have told. you is that 
with the return that we have forecast for that 
year, which results in this average price of 25 
cents, I have said the proper allocation made on 
a basis of what I have said -- which is a matter 
of judgment, as all allocations are -- but on that 
basis the 25 cents breaks down into 21.55 cents 
if the large sale of 300 million cubic feet per 
day at 90 per cent load factor works out to 4.79 


cents per Mcef for gas sold there, put through a 


ry 


eetiboiend heed wee : Heh 


aw 7 7 - 
ae Gyn. 3, ot eee in Bogen 1008 a wie me 


' 


ah 
: a¢ Phe } , 
; ee Fy are at g iy eet By d a ahi ie equa “sg 


ith mie Kc8 4 Sine PE Ae ES ees - hy ao a Sa tae pa% 7 fue Hriehdh 
ye 


a Ey ye sic) t LS 4 Sout 
i Tt 


ae PAT ooo ine fei ene h sae a ee ‘ oa 7 : ba PP iy ‘ yy vee 
HSS. (MIG RIOH HM: 1S elena oem. dst pith A 
. De a at 
VSSGNG DRS nies 2 NO es patentee. eh ae pioiey, 
Se ey oa Price tetty te J t oF. x ] 
BBG! oe Be Pa a Gh :Pe. ee ace es a 
sae tne”. 0. Uae sd eee ABHOR 2M 0008... 
MRS noe CY As Tika te A eee are ence 
many Aten 
ONE PGS “Ca Ba B ; 
| 
| we “raters ite wn i Y & Seig cs. gninied. TOR | 
5 PES e ae Baa a 
ates BARONS \Oiht o, ALO8K. Yat 


a Ae es i bead? tug ow hend Jae oeneR 


Ee falens aa. 7 (le bes) (¢ Zone ETNSS cs 


} 
. | 

| VET AY Se eS SYR OM dade eeuniee and saps 
: 


; “ae aie Ieee ith Sera / esg usc poe ay vate, 7 


ee L 
wm IS EOE OLS Lie a age, 4 Se 


Be : ,aao ) aes adnsy cs, ptt pa go ad, ee . ‘ 


“Typ 


SRO: tout tae WOR. oie nines bans. om 3 Arq 
be 
Oa Aegoe) Baot tees ae ye, i 
: f ae A) ich 
Se ottexela 2 oe ney tO sat 
: Fs ¥ La “pean ae 


——$—$___ 


ANGUS, STONEHOUSE & CO. LTD, 


TORONTO, ONTARIO 1761 


pipeline that had a capacity reserve for British 
Columbia markets of 150 million cubic feet per day. 

Now, if you want this done on a 7% per 
cent return basis, then the price to both the United 
States and Canada would have to go up. There would 
SUS 72 Siri lar a location. 

Qe Well. 160 me. pit) this to Srouen ic 
you know of any other method that you could employ 
except this particular method of allocation which 
you have used which would enable you to come out 
with a profit on the U.S. operation? 

MR, HETHERINGTON: Well, that is a rather 
broad question, because every engineer or economist 
that allocates cost of a gas pipeline and, goodness 
knows, there are enough of them working on rate 
cases throughout the country, they all have a 
different idea. I, did, not. try, any, ovuher: par- 
ticular allocation method. L Just. took, the .one. 1 
amused. to: and which» I.deseribed to you, 

Now, I would say this, that in the United 
States -- and I mentioned this, actually, the other 
day in commenting on Mr. McDonald's testimony on 
this same subject -- that in the United States -- 
and if I can go back into the history a bit as to 
the development of this, when the pipelines Bi 
the United States were first regulated by the 
Federal Power Commission, it became necessary for 


them to find a method of allocating costs as between 
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direct service, which was not regulated by the 
Pederal Power Commission, and sales for resale 
that would be reculated. Many pipelines do more 


than half of their business going into direct ser- 
vice, which was outside the jurisdiction of the 
Federal Power Commission, so they hit upon this 
demand-commodity scheme I have just described and 
oney divided the costs into “costs related to vcapacity, 
which we call"demand costs’, and costs related to 

the throughput, which we call "commodity costs", and 
there are, just as I mentioned, those two ways of 
doing it and as many ways, as many different ways 
also of doing it as there are people to do it) 

Then they arrived at an allocation. aby 
you put all of the demand costs against the house- 
holder, the householder ended up by paying -- it 
was not an unreasonable price, but the resulting 
price to industry, which was a direct sale customer, 
was quite low, and indtstries°werée- Using taiesivel 
probably for water fuel, and the Federal Power 
Commission said, "This price of gas is so far 
below the competitive price for other sources of 
fuel that we have to do something if this formula 
does not come out right." 

So it devolved, over a period of time, 
that they pretty much arbitrarily settled on 
assigning 50 per cent of the demand costs to the 


commodity costs. They put 50 per cent of the 
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demand costs on to the direct sale customer and 
50 per cent on to the se for resale customer. 
that is, primarily, an arbitrary thine 
which bears no relation at all to the operation of 
the pipeline but, when they did that, the answer 
came out that gas sold to industry was more 
nearly competitive with the price of other fuels. 
In other words, it was not so far below the price 
of other competitive fuels as to be unreasonable. 

So, throughout the use of this allocation 
system in the United States, that procedure was just 
an arbitrary split as between the fixed cost and the 
demand-commodity and has become a fairly standard 
pattern. 

Now, L didn't use that split in my study 
here, because it is arbitrary and bears no relation 
TO SNe Actual operation. a2"papel ine. As far 
as we are concerned, from the standpoint of our 
pipeline we have paid for and set aside 150 million 
eubLe. feet of the initial capacity of cae Papel ee 
for British Columbia, and my figures are based upon 
putting all of this demand or capacity cost, all 
of it related to that assignment of capacity to 


British Columbia, to the British Columbia market. 
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Q. Well, your method of allocation 
really results in this, doesn't it, that you have 
a batch -- I don't know whether you can refer to 
gas aS a batch, but supposing you had a batch of 
gas of 100 thousand MCF headed for Sumas and then 
comes in another batch right behind, the same quan- 
tity, headed for Vancouver, and as I understand 
it the two take-off points are identical, but one, 
you say, only costs 21.55¢ but the other one, by 
this allocation method, costs you 44.794? 

MR, HSTHERINGTON: Well, that is not 
@ proper analogy. 

Q. Isn't that the result? 

MR, ESTHERINGTON: No, the result -- 
Just take electricity; more people are intersspcq 
DD eereOC tri Clty. 

Q. No, let's take gas. 

THE CHAIRMAN: We are interested in gas. 

MR. HETHERINGTON: Lf Lt could use an 
electric analogy. You don't batch gas to start 
With, but everybody -=-- 

Q. Well, I appreciate you don't 
but supposing you have two nozzles, one you shoot 
in so much and that has to go to Sumas, and the 
other nozzle you shoot in exactly the same quan- 
tity but that is going to go to Vancouver; now, 
surely, it doesn't make sense that they both have 


the same logical take-off point and they both start 
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at the same place, but one quantity costs 21.55 
and the other one costs’you 44.79. 

MR. HETHERINGTON: Wel Dy. 0 GW etry 
and stick with your batch analogy. I would like 
to deal on the basis of the allocation charge with 
the Electric Company, but let's stay with your batch 
analogy. Let's take what we are doing right now. 
Here we are putting through roughly 250 million cubic 
feet to Pacific Northwest, or we are putting through 
one tbateh «in 'a. pipelines *and “a Dicanmticonpare save 
capacity in the pipeline I would say today we are 
delivering a batch of 250 million cubic feet per day 
through the end of a pipeline that will carry 380 
million cubic feet. So we are putting through very 
nearly the capacity reserved for Pacific Northwest 
andwe are putting in nearly 35 million cubic’ feet 
that we deliver in the batch to’ the BrCs hiectric 
and Inland, and we are putting that batch into a 
pbpeline which has a capacity of 150 million cubic 
feet per day. So then considering the standby 
cost, if you ‘want to call it ‘that, With he stand- 
by cost of obtaining this future capacity in the 
pipeline along with the actual cost of 35 million 
cubic feet per day in the pipeline, B.C. Electric 
gas is going to cost more by the time it comes out 
the end of the pipeline. 

Q. Do you say that that will still apply 


when the time comes -- and I think you told us it 
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would come pretty quickly -- in years when this 
line is completely filled and you are taking off 
for Vancouver and you are taking off for U.S. at 
the same point, does the same theory of yours 
hold true then? 

MR. HETHERINGTON: Well, as I said the 
other day, considering the 20-year period of both 
of the contracts, the same theory does hold true. 

THE CHAIRMAN: Would it interrupt you 
if I asked Mr. Hetherington one or two questions? 

Mi! PATTIGLLO: No, Mr. Chairman. 

THE CHAIRMAN: Mr. Hetherington, do you 
follow the same system of costing, demand and com- 
modity costing, through into Inland as you do in 
your distribution to BiC., the various municipali- 
ties? 

MR. HETHERINGTON: Let me see if I under - 
stand your question properly. You say do we -=- 

THE CHAIRMAN! Yes, do you still go on 
that basis to Inland? 

MR. HETHERINGTON: Yes, the allocation 
I gave just a while ago was between U.S. sales 
and Canadian sales, B.C. Electric, including Inland. 

THE CHAIRMAN: B.C. Electric including 
Inland? 

MR. HETHERINGTON: Yes. 

THE CHAIRMAN: So that you allocate that 


cost in that way to Inland, do you, when you sell 
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to them? 


MR. HETHERINGTON: Yes. 

THE CHAIRMAN: ‘The price of your gas is 
based on that allocation? 

MR. HETHERINGTON: Well, it is based on 
that general theory of allocation. The actual cost 
to Inland and B.C. Electric is somewhat less than 
the allocated cost --- 

THE CHAIRMAN: Is somewhat less? 

MR. HETHERINGTON: Yes, is somewhat less-- 


THE CHAIRMAN: Why? 


MR. HETHERINGTON: For instance, I came 
out with a price, an allocation here of 44.79¢ 
B.C. cost and we actually sell it for -- out there 
the average price is probably 34¢, something like 
that. 

THE CHAIRMAN: You say that this is a 
generally accepted method of allocation of pipeline 
Costs “in "the United Svates? 

MR. HETHERINGTON: I said that with one 
qualification, in the United States the Federal 
Power Commission was trying to arrive at a proper 
allocation for non-regulated business which was 
principally industrial business and they arrived 
at the conclusion that in order to be competitive 
and not give the gas away to the industry, they 
should allocate 50 per cent, approximately, of these 


demand charges to the commodity. Now, I haven't 
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shown that; that is a completely arbitrary thing. 

THE CHAIRMAN: But then in the United 
States they haven't got the problem of export, 
have they? 

MR. HETHERINGTON: No. 

THE CHAIRMAN: You would agree with that? 

MR. HETHERINGTON: Yes: 

THE CHATRMAN: Would you agree that this 
would be a proper method of allocation of cost for 
Trans-Canada, this line going east, with respect to 
the take-off towards Emmerson and into the United 
States? JUS “YOUR “OD Lina OL, 

MR. HETHERINGTON: Well, I believe this, 
that they certainly should prepare this allocation 
and take a look at 10 and see what the result is. 

DP just can' taeuaranvee it. 

THE CHAIRMAN: Wee think we can guess 
abwtne PeBn lit: 

MR. HETHERINGTON : That is how allocations 
aren done. 

THE CHAIRMAN: Can you véeli’me’ this, Mr. 
McDonald: What is Westcoast going to do with its 
gas in excess of the 300 plus the? 150 met lion in 
the B.C. market plus the Sumas, the existing contract, 
which I take to be the balance of 250 million cubic 
feet of gas that you were proposing to sell? 


Correct? 


What are you going to do with it if you 
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do not get the permit to export and Pacific 
Northwest doesn't get the permit to import such 
gas at the increased price? 

MR. McDONALD: The gas, if we don't get 
the permit to export it, our only market is British 
Columbia in the Vancouver area, is the only market, 
and we would have to wait until the market was 
developed or we went out and developed a market in 
Gane Sense OF gevting industry to come im and geu 1c. 

THE CHAIRMAN: 5o that your price to 
the B.C. market is going to be up in the neighbour- 
hood, maybe beyond the price that you would hope to 
meeovrave Tor the 250 meiiion "cubic feerv vd tracrric 
Northwest, or could it? 

MR. McDONALD: Well, the price --- 

THE CHAIRMAN: On this allocasron, ao 
followed it, the Canadian consumer would still 
stand more of the hump proportionately --- 

MR. McDONALD: No, the price the B.C. 
consumer would pay to us would be the contract price 
he has now. He would never have to pay more than 
that as far as we are concerned. We are obligated 
to deliver more than the 150 million feet, so 
we would be in a different category as far as 
allocation of cost is concerned. 

THE CHAIRMAN: Well, on your allocation 
of costs you would have to allocate more of those 


costs to your Sumas contract? 
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MR. McDONALD: That may be so; that 
may be, so. 

THE CHAIRMAN: puUrey 

MR. McDONALD: The only way you can tell, 
Mr. Chairman, what exactly will happen is to. see 
what happens when the volumes are actually in the 
pipe. 

THE CHAIRMAN: YEShelvpealives thate 

MR. McDONALD: If that can answer your 
question? 

THE CHAIRMAN: Phe logie of the caine, 
if you follow Mr. Hetherington's analysis or allo- 
cation of demand and commodity cost, it means that 
if that were followed by Trans-Canada we would sell 
that gas at a, favourable, allocation in cost to 
consumers, and it means the consumer in B.C. is 
going to pay the differential of the price at 22¢ 
at the border that we all realize is far too low, 
and you really are hoping that you can get a per- 
mit from Ottawa and a permit from Alberta and a 
permit from Northwest to import into the United 
States at a considerably enhanced price this 150 
million additional cubic feet, and 100, and make 
it; up, thereby? Isn't that the substance of it? 

MR. McDONALD: I am not going to turn 
down any increased price, but we are not disputing 
that we are doing -- what we are actually discus- 


sing at the moment, Mr. Chairman, is what are the 
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comparative costs as they exist in this interim 
period. , 
THE CBAIRMAN: Yes, but I put to you 


Mr. Hetherington wouldn't have to make that type 
of allocation of demand and commodity cost if you 
had that re-negotiated price at the border. 

MR. McDONALD: Oh, I think the economics 
of the pipeline could be all re-valued in those 
circumstances. 

THE CHAIRMAN: Of course they could, 

MR. McDONALD: Yes. 

The only matter, Mr. Chairman, I must not 
faul Go (mention is; #thave the 300 mulilon cubieeteces ha 
contributed) to the economy of thet detiveryecoer 
to the City of Vancouver, 

THE CHAIRMAN: Yes, there isn't a member 
of this Commission that has not got that in the 
back of his mind, but we are interested in whether 
or not the gds sold at the border is a’ profitable 
operation to Westcoast. The answer is obviously 
ahora 

MR. McDONALD: Well, Mr. Chairman, we 
do make money on it, but whether we make as much 
as we could is maybe another thing. 

May I say this, Mr. Chairman: I don't 
want to -- I learned years ago not to commit myself 
on things I don't know anything about, and I would 


hesitate to say that a similar situation with export 
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of gas at Emmerson on the allocation of costs 

we have discussed would. produce a different re- 
sult than that we have demonstrated here today, 
particularly when the market to Eastern Canada is 
peeing *buULLt up, “and DT would just: Dikelvotsay I 
don't want, and I am sure Mr. Hetherington doesn't 


want to comment on the Trans-Canada project. 


THE CHAIRMAN: I am not suggesting anybody 
comment on it. I was just throwing it out to see 
what the result would be because I am sure Trans- 


Canada will comment on it when they are asked. 


MR. HETHERINGTON: If I might also amplify 
what Mr. McDonald said and point out, referring to 
these prices without saying they are anything other 
than my brief, our price is 6¢ plus -- I will put 
in this the by-products -- which are 2¢. So we are 
getting o¢ for our gas right now. We are now, by 
virtue of the fact we are in that business and it 
only takes a short connection to get an additional 
volume of that gas. So we are having to pay 14, 38 


for it and we have not copPupstvosthewiull ytcapacicy 


that Alberta and Southern is talking about. So 
the fact we may be getting a low field price and 
maybe not making the return, doesn't mean too much 
when we look at the healthy appetizing market 

down in the United States for natural gas, and if 
you look at the Trans-Canada contracts the same 


thing happened in 1959, they offered their old 
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contract for 10 1/4¢. Now, they know the market 
in Canada is building up, and apparently, without 
any talk of export, they are still, right today, 
offering 13¢, which is up quite a bit percentage- 
wise from their original offer. So the same 
thing is true of Trans-Canada. They have to take 
a low field price to get started, but they are’ in 
business now and the wisdom of that is shown here 
when they are back offering the same price and 

the same thing --- 

THE CHATRMAN: Now, it Lie my* turn’ to 
play, noughts and crosses. I stat to get back to 
another subject. You said you didn't charge these 
-~ at least, allocate these costs on the same basis 
through Inland ‘and into Vancouver to the Bat. Biee- 
crue SLs that rient? Vand b rorgeus cutest cankly, 
whether I asked you the question as to whether or 
not anybody had to go before the Board of Public 
Utility Commissioners and, if so, whether they looked 
into that? 

MR. McDONALD: As far as these calcula- 
tions are concerned, Inland and British Columbia 
cost is all lumped together in one lump. Our rates 
are exactly the same in both cases, 

THE CHAIRMAN’ They are all lumped to- 
gether? 

MR. McDONALD: Yes. 


THE CHAIRMAN: Who goes before the Board 
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of Public Utilities in British Columbia? 

MR. McDONALD: The Inland Natural Gas 
and British Columbia Electric. 

THE CHAIRMAN: Does it enquire into the 
elements that go into the price at which Westcoast 
sells gas to Inland? 

MR. McDONALD: No. f. would. say this, 
Mr. Chairman: in presenting the case to the Public 
Utilities Commission of British Columbia for a certi- 
ficate of convenience and necessity, British Columbia 
Electric would submit the price we have with them 
as a sort of start of their case, and they would 
demonstrate to the Commission the demand and commo- 
aqiuy ‘rate that is set out in these contracvs. 

They would present that through on their own opera- 
tion and end up with the rate they charge to the 
householder, the rate they charge to cafes and 
restaurants and hospitals, and the rate they charge 
to industry. So that the British Columbia, Ucility 
Commissioner doesn't have any jurisdiction over the 
price, but that is the way they would start to 

make their own price. 

THE CHAIRMAN: In other words, B.C. 
Electric -- shipment from Inland to B.C. Electric 
would be exactly the same? 

MR. McDONALD: They are exactly the same. 

THE CHAIRMAN: Is there an onus on them 


to justify that price to the Board of Public Utility 
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Commissioners in British Columbia? Does the Board 
Or ruplic UtLlity Commissioners accept that as a 
fait accompli and start from there? 

MR. McDONALD: I have not attended any 
of the hearings. It would be my judgment that 
they start with the contract, period, .I-mean, this 
is a contract which the British Columbia Electric 
or either company has made voluntarily, and negotia- 
ted with Westcoast, and they have then gone to the 
British Columbia Public Utility Commissioners and 
said, "We have this contract to start with. We 
are going to buy so much and sell it for that price", 
and then they get their approval from the Public 
Utilities Commission for British Columbia. 

THE CHAIRMAN: Other than the Dominion 
Companies Act which would apply in certain respects 
to the special Act through the Parliament of 
Canada -- right? 

MR. McDONALD: That is true. 

THE CHAIRMAN: -- and the Board of Trans- 
port Commissioners with respect to a permit to ex- 
port, and the Oil and Gas Conservation Board in 
Alberta with respect to a permit to export Alberta 
gas, is there any regulatory Board to which the 
operation -- in Canada -- to which the operations 
of Westcoast are subject? 

MR. McDONALD: No, sir, we are under the 


Pipe Lines Act of Canada, which is an exhibit to 
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my study. 

THE CHAIRMAN:. Yes, but pardon me --- 

MR. McDONALD: Yes. Ll was: Just -polne ta 
continue that the exhibit is here and you will 
find that their regulation of price or rates is not 
applicable to a gas transmission pipeline. There 
is a type of regulation applicable to an oil pipe- 
Line. 

THE CHAIRMAN: To an oil pipeline? 

MR. McDONALD: Yes, but there is nothing -- 

THE CHAIRMAN: But, from the point of 
view of Westcoast, you are a free agent to make any 
price you see fit, reasonably, that-a purchase wit. 
buy at? 

MR. McDONALD: OUDy DOS Gs Ol asm oer: 
in’ practice, Mr. Chairman, the producer nepovLates 
to sell the gas and we then negotiate with someone 
tO purchase it, and both of them, I can assure you, 
sticks us both ways; that is how they are done <--- 

THE CHAIRMAN: I understand the business. 

MR. McDONALD: But there is no regula- 
tory --- 

THE CHAIRMAN: But from the point of view 
of law and government, there is no other regulatory 
authority or body affects your operation other than 
the ones we have in this conversation, mentioned? 

MR. McDONALD: That is right. 


THE CHAIRMAN: Correct? 
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MR. McDONALD: None of them regulate 
the price. 

THE CHATRMAN: One other question, 
please. Then, has Westcoast ever had a report 
from an independent firm of cost accountants with 
respect to its contract with Pacific Northwest for 
PAS Texport of fas? 

MR, McDONALD: hLet*me put Lt this way, 
that the engineers have advised us -- we have two 
engineers, first, Ford, Bacon & Davis, and, secondly, 
Bechtel Corporation, and both prepared what we call 
economic studies, which have been furnished to counsel 
for the Commission, and in addition to that Common- 
wealth Service, a consulting firm in Washington and 
New York, prepared an economic study and an analysis 
of the contracts both for sale and purchase, which 
was a direct report to the insurance company or the 
underwriting group. 

Now, we have had no other studies except 
those other than the work that our own staff does 
under the supervision of Mr. Hetherington. 

THE CHAIRMAN: No. Well, I said inde- 
pendent. Thank you very much. 

MR. COMMISSIONER HARDY: I was a bit 
confused on one point. We have had a variety of 
opinions expressed as to the control that the Board 
of Public Utility Commissioners have, and there has 


been -- in my mind, as I understand it, we have had 
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about three different approaches to it. Now, we 
had evidence here yesterday that suggests to us 


that the Board of Utility Commissioners, while 
they wouldn't take a contract as being an accom- 
plished fact, they might very well look into the 
aspects of demand costs and commodity costs to 
decide whether or not they were approached on a 
proper basis without altering the contract. I 
would dike to: get. that point clear, afidiemay. 

THE CHAIRMAN: Well, I think you are 
quite right; I think we have had a difference of 
view, and my question to Mr. McDonald was directed 
to the Board of Publics Utility Commissioners) of 
British Columbia. I think in that instance pos- 
sibly you were referring -- or am I right in this -- 
through California when Mr, --- 

MR. COMMISSIONER HARDY: We have had the 
same opinions expressed for the Alberta Board as 
far as I am concerned. 

MR. McDONALD: I would like to comment on 
one phase of my brief which I was not here to pre- 
sent, and that is the gas sales agreement to meet 
Alberta's requirements which has been filed in J.T.D. 
20 and the reason I mention it is because it refers 
to “the points raised, by Dr. Hardy. This contract 
ig made between Westcoast Transmission Company 
Limited, which is a Federal incorporated company, 


and not within the jurisdiction of the authorities 
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of Alberta as to transmission of gas or as to 
operation of the pipeline. The contract is with 
Westcoast Transmission (Alberta) Limited, which 

is a wholly-owned subsidiary of the major company. 
Westcoast Transmission Company (Alberta) Limited 
is entirely within the jurisdiction of the authori- 
tiles of the Province of Alberta as to location of 
its pipeline, construction of its. pipeline, opera- 
tion of its pipeline, and the rates of charges for 
any services rendered. ie LS Wa epublieei ide yas 
the Province: It is the same thing as Alberta 
Gas f[runksLine Limited: 

Now, “the: purpose © of this tconvrracueistco 
see that any gas purchased by Westooast, the parent 
company, say two instances, East Calgary field, Wim- 
borne field, that we have contracted with our sub- 
Sidiary to deliver that gas for re-delivery to con- 
sumers in Alberta, we covenant to make available and 
deliver -- in this case, the Alberta company -- such 
volumes of gas in each year as buyer can reasonably 
supply to consumers in Alberta to meet demands which 
cannot be reasonably supplied from gas Supplies avail- 
able to any company or companies engaged in distri- 
puting gas in Southwestern and Central Alberta. 

MR. PATTILLO: What paragraph? 

MR. McDONALD: Paragraph 2. 

I anticipate that there will be a term 


in the Alberta permit to export this gas from Alberta 


ae 


Pas rat \acnacen, i 


ee 
‘ f 
a r = 
: a 5 
a . 
~ a : J 
ey a = 
4 betas 4 


: ’ a”: ( . by pit ' woth i EY 
uy ‘ ee tals | we ee “ +n cy ac 
Fe Yh oe 4 as , 


Beheti fies golds (ees nd ee: soci ee ad i 


‘3 At i) ¥ 
es Re Cee A hs 
ma BY) ara oar: a 


tit 
st 
ae Lea ane) 


Us a 4 enone eet 


2 
Sees ‘ 
| 


by ee as. ae Vy aged Poe 


ptGS Gata ag it nok GHe 


Sere 


Made fiom Hatten sey in ote 


A pot eee Je | 


nay ii gpl ele satan 99 


+ ‘ Sor) ey Fall f 
pee tense Hogg r ¥ 
i besa eal poy ee 
a aA f 
Rathi Nath a, 
: AE Le f 
' SUNN, hes mikes : 
j ? an Ui uses ie | . 
i Curd py A Solute se : Bei E 
var. On EH. Sa ee Oe ani aretod 
: i 2 i ne Fh 4 ee y A 
. i Pin kan apes PS iicneel aie ee ! 
ae my ono"L we Garis) ev eb os) eee 
Fi Len e i" Ee ‘ ESE seh aN ci wish 
ee. ion od SakesvGs eel GReReedta ot ene 
ee : Sine = aks agi, 
' ee Ny; Poe ta seye ri 
ea. a Fee ayeo Vatdd ad or tavilep | 
: : 4 tag 2, mts , 
r " i : man te P 
i oh LOREAL TR eS 2) Ae “ : 
+; . Wed BS Mahe eae ae! Be ote. sem ey 
ye + 7 a) Bis : ’ = a. ; 
Ba, LO BOY eSB Oba Pout ho | ASAI 2 NLA ae Rn ee ie ee 
rs. ey ; B) “) DO) Lqemre yee oe ones 
ee Ase |e ees Pe here ties : J 
: ) ee 2 1G et tase sad Oak ‘ x ‘J i 7 
; . 4. 7 6 LG aS * Olt Se ee Os ede 
. a Rls Berry mee d ™, id ; 
Sr vec th Saekia Senet soe owesgs fb eae piitud 
pera geet geen ; ; : 
Se oo ay Dy car ae Be ae) o ¥ 
. (SYMeTay. Dee" OPA OR 
> Gate > PEASE ean am 
pind . at : * : Ne 
eyes 2) MSOT BOC! Abi Dw sr iorkh “wrntbotsne I - 
: 2t, ae » 


ANGUS, STONEHOUSE & CO. LTD. 1780 
TORONTO, ONTARIO 


which Westcoast is applying for, which will contain 
These Words: that we must supply from our pipe- 
line in Alberta any reasonable requirements of 
consumers within Alberta, Provided -- then, so 

as to make doubly clear, we go on to say, "pro- 
vided that in any event seller will sell and deliver 
to buy such volumes of gas as buyer may be directed 
to purchase from seller by Oil and Gas Conservation 
Board or any other authority in the Province of 
Alberta having jurisdiction..." 

Now, the Oil and Gas Conservation Board 
in Alberta act upon the application of interested 
parties and direct the sale of gas as between in- 
diveouaitparties, They can direey the maiperca 
company to sell its gas to so-and-so, and if that 
order is made, then the Westcoast Company Limited 
delivers the gas to them. 

Then we come to the matter of price. 

If the Conservation Board exercises its discretion 
as to whether the gas should or shouldn't be moved 
and how it is to be moved, then it comes to the 
matter of price, and the Public Utility Act of the 
Province of Alberta contains a provision which 

says that the Public Utility Board will, upon pro-~ 
per hearing, fix the price at which the Oi1 and 
Gas Conservation Board has directed 4s to be trans- 


mitted and sold. 


MR. COMMISSIONER HARDY: That is the point: 
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do they take your contract with B.C. Electric as 

-- or if is it Alberta, with some amendment -- 

do they take that as an accomplished facet, -Perywould 
they inquire into you distribution cost and com- 
Mooi tye cost?) That isthespoint. 

MR. McDONALD. Teg. 

MR. COMMISSIONER HARDY: Would they re- 
view your analysis, your financial analysis, such 
as has been done here? 

MR. McDONALD: Yes, and would apply the 
brineiples or economics. 

MR. COMMISSIONER HARDY: They would agree 
orvdisagree with yoursmethod of distribution oF 
these costs? 

MR. McDONALD: In the Alberta case that 
would be so, but Westcoast has no piacere of that 
kind in B.Ce5 so theyedo that fier tnilangeNaceural 
Gas, which has 450 miles of pipeline, and that is 
how they do it there. 

MR. COMMISSIONER HARDY: SowthesBt Cx 
Board is not operating in the same way as the 
Alberta Board of Utilities? 

MR. McDONALD: Well, there is not this 
Oil and Gas Conservation Act and this special legis- 
lation with regard to gas. 

MR. COMMISSIONER HARDY: Wouldn't they 
doe gubtoacsirlghneehers sa == 


MR. McDONALD: They do. 
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MR. COMMISSIONER HARDY: Examine into 
your method of bookkeeping, as it were? 

MR. McDONALD: Yes, certainly. There 
is a standard procedure in all utilities which is 
followed in these transactions. 

THE CHAIRMAN: You said a little while 
ago, as 1 understood it, that in British Columbia 
the Board of Public Utility Commissioners -- or 
whatever you call them -- would not go behind the 
contract that you had made --- 

MR. McDONALD: That is right. 

THE CHAIRMAN: So they do not inquire, 
ipso facto, they do not inquire into how you made 
Upbeat Sale price? 

MR. McDONALD: No,, that is twruci as tar 
as Westcoast 1s concerned, 

THE CHAIRMAN: I wanted to make sure. That 
is where we started. 

MR. COMMISSIONER HARDY: I thought you 
said the other thing to me, that they would inquire 
on how you made up this distribution of coats? 

MR. McDONALD: No, they wouldn't inquire 
into the Westcoast operation because of the fact 
Westcoast is under Federal jurisdiction and not under 
the Provincial Government. 

MR. FRAWLEY: If I might be permitted 
to follow up what you were saying to the Chairman, 


that the Board of Public Utility Commissioners in 
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British Columbia would take it as an accomplished 
fact that the price which B.C. Electric had 
agreed to pay you and wouldn't go behind it. 


MR. McDONALD: That is correct, 

MR. FRAWLEY: I wonder if you really 
meant that? 

MR. McDONALD: Maybe they would inquire 
into it, but they would have no jurisdiction. 

MR, FRAWLEY: Let me put it this way: 
Supposing you were charging B.C. Electric, say, for 
the sake of my question, you were charging three 
times as much, and by some arrangement B.C. Electric 
agreed to pay three times as much, you are not 
Saying, surely, that the B.C. Public Utility Commis- 
Sion would not inquire into the prudence or otherwise 
of that price they had agreed to pay? 

MR. McDONALD: I agree with you one 
hundred per cent. 

MR. FRAWLEY: This is an oi) and gas 
Province; you have the Public Utilities Act with 
provisions which enables the Alberta Public Utilities 
Board to inquire into, for example, the price for 
which Westcoast Transmission agrees to sell to West- 
coast (Alberta). 

MR. McDONALD: Right. 

MR. FRAWLEY: You have the Oil and Gas 
Conservation Board telling you must sell to West- 


coast (Alberta), that is first. 
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MR. McDONALD: Mish Lo Plow. 

MR. FRAWLEY: Then you have the Public 
Utilities Board examine into whatever price is 
arrived at between Westcoast -- let me SuOOs Lado wu. 
the Conservation Board doesn't concern itself with 
price. 

MR. McDONALD: That is right, 

MR. FRAWLEY: It just tells Westcoast Trans- 
mission to sell to Westcoast in Alberta, a public 
Uceoy., SO Much Pag, ang so One 

MR. McDONALD: Yes. 

MR. FRAWLEY: But they, the Public Utility 
Board in Alberta, by complaint or otherwise -- even 
by its own motion -- may inquire into that price by 
virtue of the special provision in our Public 
Utility Act and can conduct an inquiry into the pro- 
priety of just that very thing, the price in the 
contract between Westcoast Transmission and West- 
coast (Alberta). 

MR. McDONALD: That LS epi ert, 

MR. PATTILLO: Let's get this clear: 
nobody has yet done so. 

MR. McDONALD: Yes, the rate was fixed in 
Turner Valley a good many years ago. 

MR. PATTILLO: No, I am saying so far as 
Westcoast Transmission is concerned. 

MR. McDONALD: No, MoO. 


MR. PATTILLO: And the allocation explained 
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by Mr. Hetherington has never been reviewed by 
anybody? 

MR. McDONALD: Well, Mr.” PattLilo, the 
gas we are purchasing is so far from any nabitation 
that the question of regulation in Alberta has not 
arisen, and we don't anticipate it. 

MR. PATTILLO: And the allocation explained 
by Mr. Hetherington has not been reviewed by anybody 
prior to this date? 

MR. McDONALD: Noy ne. 

THE CHAIRMAN: Well, gentlemen, let's have 


a ten-minute break. 


-~--A short recess. 
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THE CHAIRMAN: Gentlemen, we shall now 
resume the hearing. 

Mr. Pattillo, before you carry on, I 
think some of the Commissioners would like to ask 
Mr, McDonald or Mr, Hetherington some questions 
following on our discussion immediately before the 
prea, 

MR. FRAWLEY: Mr. Chairman, I have one 
question to ask Mr. McDonald and I will wait until 
the Commission has finished, or I will put it now; 
whatever you wish. 

THE CHAIRMAN: Certainly, Mr. Frawley, 
you may proceed. 

MR. FRAWLEY: Mr. McDonald, I would like 
tO ask you to turn to page 15 in your beok Oo: sox- 
hibits and it is the letter which Westcoast Trans- 
mission Company Limited wrote to Pacific Northwest 
on December 9, 1957. I want to call your attention 
to the second paragraph and, as a preface to my 
question, I think I will read this: 

"This letter is to confirm the 
"Purther agreement between our companies 
"that the definitive agreement to be 
"antered into pursuant to the herein- 
"pefore mentioned agreement dated May 
"95, 1957 shall provide that notwith- 
"standing the price provisions set forth 


"+ Article V in the Proof of May 25, 
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"1957 of the proposed definitive agree - 
"ment the amount of money to be paid 
"each month for gas delivered and pur- 


“chased shall not be less than the full 

"cost of service incurred by Westcoast 

"in purchasing and transmitting the 

"gas to Kingsgate, including an annual 

"pate of return of 7 1/2% on the net 

"investment in the facilities required 

"for such delivery of gas from time to 

"time, such cost of service to be deter- 

"mined substantially in accordance with 

"the rules and regulations of the 

"Federal Power Commission." 

Now, my question tsi: becausewL find “some of that 

somewhat alarming, my question is, why should the 

rules and regulations of the Federal Power Commis- 
Sion have anything to do with the determination of 
the cost of service incurred by Westcoast in pur- 

chasing and transmitting Alberta gas to Kingsgate, 
British Columbia? 

MR. McDONALD: The cost of service includes 
the price paid to the purchaser or, whoever delivers 
the gas to Westcoast. 

Q. Will you say that again? 

MR. McDONALD: The cost of service in- 


cludes the cost of gas. 
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MR. McDONALD: It includes the cost of 
the gas. In other words, what we would pay a 
purchaser for gas would be refunded by .PacHht ie 
Northwest. 

Q. All right, then, if that does inelude 
the cost of gas under your gas purchase contracts 
for Alberta gas, then is that cost of service, 
including, as you have told me, the purchase price 
of the gas, to be determined, substantially, or, 
otherwise, I might add, in accordance with the 
rules and regulations of the Federal Power Commis- 
sion? 

MR. McDONALD: No, the last phrase, 
"substantially in accordance with the rules and regu- 
lations of the Federal Power Commission" refers to 
the method of keeping accounts. In other words, how 
you figure your depreciation. What type of adminis- 
tration costs are allowed, what are proper costs 
and that type of thing. It has nothing to do with 
the eost of gas" in ue 11erc. 

Q. tf “I “may “esay“so, that1s very ceq 
assuring. And would you say, in view of the fact 
that this is more than a letter, it is actually a 
contract, would you be bold enough to say Mr. 

Paul Kayser, in signing this and agreeing to it 
for Pacific Northwest Pipeline Corporation under- 
stands the limited meaning of that phrase, “in 


accordance with the rules and regulations of the 
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Federal Power Commission"? 

MR, McDONALD: Unquestionably, because 
we discussed accounting, methods of accounting 
and what items should be included in the accounts. 

Q. And it was never the intention of 
the parties to go one iota beyond that in respect 
to that phrase "in accordance with the rules and 
regulations of the Federal Power Commission"? 

MR. McDONALD: Absolutely. 

THE CHAIRMAN: Mr. McDonald, would not 
one reason for using that phrase be because there is no 
such body. in Canada that you can look to as 
your lodestar to give you guidance in sugh matters? 

MR. McDONALD: Yes, Mr. Chairman. This 
is the definitive way of doing it. It is well under- 
stood in the industry and anybody in the United 
States, if they saw the letter, would know what it 
meant. 

THE CHAIRMAN: Dr... Britnell, L bettere 
you wanted to ask a question? 

MR. COMMISSIONER BRITNELL: Mr, Chairman, 
assuming an increase in the demand for gas in 
British Columbia was to the point where the volume 
of domestic demand and use were equal to the 
volume going for export, would Mr. Hetherington 
or Mr. McDonald consider that the sum of the fixed 
I think you used the term demand 


invariable gas, 


and commodity gas, are they to be re-allocated so 
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SAinat one-hali oF the total cost would be borne 
by the gas going for domestic use and the other 
half by the gas going for export? 

MR. HSTHERINGTON: Dr. Britnell, I 
tried to answer that same question, not phrased 


quite as definitely, here the other day, and my 


answer was, at that time, and 1t still is -- and, 
in my opinion, we must look at the terms of sale, 
all the terms of sale at the time the sale was 
made, and I pointed out that when the sale was 


made we had a contract for 300 million cubic feet 


at the international border for export and we 

were talking with the B.C. Electric Company about 
puying and, I believe, the number 40 million cubic 
feet per day in the fifth or sixth year, and we 
made a contract with B.C. Electric to give them up 
to 130 million cubic feet per day when they needed 
it, and taken on the sales, I consider it a 20- 
year sale made as of the date that the contracts 


were signed, and, having regard to the situation 


situation that you mention never arose, and even 
under our contracts it still will not arise. 


Now, if the B.C. Electric had offered 


to buy 300 million cubic feet per day on the day we 
were out there, or at the times when we were out 


there trying to sell gas, we would never have 


in the relative volumes within those contracts, this 


pothered with the United States. We would have built 
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the line to Vancouver and sat back and sold gas 
to the United States as they needed is | het ne 
the best way I know to. answer your question: 

MR. COMMISSICNER BRITNELL: Mr. McDonald, 
let me put another hypothetical question which, I 
think, is a fair question, concerning cost. Suppo- 
Sing both the British Columbia demand and the amount 
going for export were to increase each year, but 
the proportion, the total going for export increased 
more than the proportion going into domestic use, 
would you think, then, that the proportion of the 
bovel costs allocated to the sas going Tor export 
Phould be Increased? 

MR, HETHERINGTON: I think that in the 
fucume,; any gas that 1s going to, be cold iio whe 
United States, any additional gas for sale to the 
United States, and any additional gas for Canada 
WLI1, probably, be at the same price. That 16 2 
feeling of mine. The pipeline is in business. We 
got the thing built and we got over all of these 
inieial hurdles. I believe that is the situation. 
I might ask if Mr. McDonald has any other ideas 
Omics 

MR. McDONALD: T am not sure I understood 
your question, Dr. Britnell -- I believe, at that 
time, in a reconsideration of the whole cost situa- 
tion, there would be a new allocation. 


MR. COMMISSIONER BRITNELL: You would not 
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Stick by the propositions that are Somewhat arbi- 
trary, that the actual allocation of costs at 

the beginning of this first contract should con- 
tinue through the entire life of the contract? 

MR. McDONALD: Not necessarily. At the 
moment any excess costs, such as would be part of 
your program, are presently divided two-thirds and 
one-third. There would be a new allocation approac- 
ed entirely from a reconsideration. 

MR. HETHERINGTON: I might point out this 
allocation I have referred to referred to only about 
two-thirds of the initial capacity of the pipeline 
and the remaining third was open -- the ultimate 
Copacity of the line, 

MR. COMMISSIONER LEVESQUE: Mr. McDonald, 
last Thursday morning you read from your brief at 
page 44; 

"Without the sale of 300,000,000 cubic 

"feet per day by Westcoast at the border, 

"Westcoast could not have built a pipe- 

"line from the Peace River area and 

"Gelivered gas at Vancouver under a 

"nate of about $2.00 per Mcf." 

Does not this also apply to Pacific Northwest? If 
B.C. Had not agreed to pay 32¢ per MCF it would 
have been impossible to sell Pacific Northwest at 


2e¢ per MCF and still operate? 


MR. McDONALD: If we were only going to 
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transmit 300 million cubic feet per day to the 
Uneted States, the pacific northwest, the economics 
would be adjusted to that and we did not have the 
market so that we could have tailored our project 
to that situation, and the economics may be differ- 
ent. The 300 million cubic feet a day certainly 
could carry itself. The question whether Vancouver 


would come into the market would really not affect 


the market. 


MR. COMMISSIONER LEVESQUE: Was the con- 
tract with B.C. Electric signed before or after the 
one with Pacific Northwest? 

MR. McDONALD: It was after. 

MR. COMMISSIONER LEVESQUE: B.C. was first? 

MR. McDONALD: B.C. Electric was some 
months after, roughly two or two and a half months 
erGer'. 

MR. COMMISSIONER LEVESQUE: Had B.C. 
Electric agreed to buy 40 thousand MCF, whether 
taken or not, from Pacific Northwest, would it have 
affected the 32¢ per MCE? if Ef understand-Ly, 


whether it is taken or not, they pay the same price. 


MR. McDONALD: Let me put it this way, 
Mr. Levesque: if B.C. Electric had suggested, had 
peen prepared to contract for lo million cubie 
feet, the rate would have remained the same as it 


is now because the economics were based on that 


actual amount of gas. However, the contract does 
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not bind them to fiber es 4O million cubic feet. 
In other words, we made ‘a concession to them so 
that if they made an error in judgment we would 
have the risk, or have the loss that ensued there- 
from and not the utility customers in Vancouver. 

MR. COMMISSIONER CUSHING: Mr. Chairman, 
on that same subject, I think I have all my notes 
clear except this one problem: IT understood Mr. 
Hetherington to say the cost basis to the U.S. 
per thousand is 21,55, “and your ¢ost (orm ne. ce 
consumers is 44.79. 

MR. HETHERINGTON: Yes, sir. 

MR. COMMISSIONER CUSHING: Is that right? 

MR. HETHERINGTON: Yes, sii. 

MR. COMMISSIONER CUSHING: What is the 
price at this moment to the B.C. consumers per 
thousand? 

MR. HETHERINGTON: It is about 34¢; the 
average cost of all gas sold to B.C.; that reflects 
the load factor sales; the difference. 

MR. COMMISSIONER CUSHING: In other words, 
you are .billing the two consumer companies in B.C. 
at this moment at 34¢ per thousand? 

MR. HETHERINGTON: That is what the 
average of all the sales amounts to. 

MR. COMMISSIONER CUSHING: I have heard 
although they have not yet been before this 


rumours , 


Commission and we probably can get it from them 
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when they do appear before us, but I have heard 

a rumour that the customer price in the Vancouver 
area is about $1.30 per thousand, and even if 

your price of 44,79¢ was correct, it would appear 
there was quite a spread, and that is why, I think, 
we have asked some questions as to the Board of 
Public Utility Commissioners this morning. You say 
that you are billing the two companies at this 
moment at 34¢? 

MR. McDONALD: That is on an average. 
intand is billed a little higher, resultine i2om 
the. fact that their load factor is lower and, also, 
they do not have the industry that B.C. Electric 
have. B.C. Electric is buying ab someriinge: tece 
than 34¢ and Inland is buying at something more than 


34¢, and they average out at 34¢. 
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MR, COMMISSIONER CUSHING: In paragraph 5, 
on page 44, you state that if the Peace River gas 
were not available for Vancouver they would then 
have to buy gas from the Pacific Northwest Company 
and pay the increase, 17 per cent: how does the 
cost to the consumer in the Pacific northwest 
area, served by gas exported by Westcoast, compare 
with the cost to the consumer in the British 
Columbia area? 

MR. McDONALD: The question you are 
asking is would the householder or industry in 
seattle, T.coma and Portiand pay higher or less 
Goan for a similar service in Varcouver? 

MR. COMMISSIONER CUSHING: No; the dis- 
tributing companies -- B. C. Electric against 
whatever distributing company there is in the 
Paci Cc? 

MR. McDONALD: The rates are practically 
identical. They are identical except for this 
increase of 17 per cent which has gone into 
effect ag of February 5th of this year. There is 
one difference: the industrial rate for industrial 
gas paid by the B. ©. Electric 2B 22 Cents per 
Mef, whereas under the tariff rates in the’ Pacific 
northwest it is -- at least, it was before 
February 5th -- 25 cents. 

MR, COMMISSIONER CUSHING: In other 


words, the prices in paragraph 3, the city gate 


| 


a hi ene 


es oak dphiiee 3 gto odd 


WA 
ey 


= Bi CRE hee i ita NS, : o 
cece A al 
Sr otOR i: MEET: os ad “TSasEEIO. 6 


hey Cia ie p Whi vee ae 


Nhs qos: \ rendourd: a eo a ie apse 
coe a os dope sit it: 


y ; is 


a 


tains stoma fa 
oat hes AO san 


po 


nr 


of 


only bsLerere af a ae 


hd 


SiS Qe Ones bop emg. aitdsee 


VECO IE i GaSe TSE ERP & T2., ARe 


Sarenre ‘rs st» 


Sere a. Fis 


CORT HO 9 sae DOG tt 2 


7ehLwas ott ihe 0 th ee as tinue anated het 
, y ; Pape xi Bh aati : cae ; ¥ ! xi A 
ai et fiw 
| : aN ee 
e ; sy oes 
sf aegis 
1 oo ui Sed reg |i io eseaqans 
) oe elt Be © 0d > Poe re T<si'rdel Faas geattes 
BLS AMAT POEL aL | 5 SESE eae Peon op AnD . 2a - 
F age ane . Nya Oa : 
2 Agtys 2 alee ; : 
. : , wOLRA) Bee oe ™ 
as a. é Ratt; SSersny | on 
ee + a 
- Veaeol ‘tn te eet og F Seok tied 
ty COAG Sem SF wie, | 


‘ yr To a a) ¥) bina: = SUT pr aid ball 


Severe wo ee 
ats is = ete, tar 


' es, are | ha Ts i i Pitts alee oy wi ee; : aye ee Y 
' ANG: DBI Oe NE Ra “TER asates es | aaGw 


LT 


ANGUS, STONEHOUSE & Co. LTD. 
TORONTO, ONTARIO 


rates, paid in the United States communities from 
Sey tows] .44 plueiythe 3 cents tax plus the 17, arrives 
very close to the prices you are charging to the 

B. C. companies? 

MR. McDONALD: NO, (20. These prices 
here on page 44 are a comparison of prices with 
Pacific Northwest. They are 90 per cent load 
TaCuOr. The price to the Seattle Gas Company and 
the price sof gas of Westcoast+ to, B. GC, Blectric 
are identical rates except that on February 5th 
the same rate was increased by 17 per cent as 
far as the Seattle Gas Company was concerned. 

THE CHAIRMAN: And has another rate in- 
crease already been applied for by Pacific Northwest 
for that area? 

MR. McDONALD: I have no news of that. 

THE CHAIRMAN: I. think Mr. Kayser told 
us that. 

MR. McDONALD: I think he was referring 
to the 17 per cent rate that went into effect -- 

TI am afairly sure of that. 

THE CHAIRMAN: I don't want to stick 
you, but my recollection is that there was one 
increase lready in effect and another one applied 
tox 

MR, McDONALD: That may pe «seg ebuc. I 


have no knowledge of it. 


MR, COMMISSIONER HOWLAND: Mr. McDonald, 
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I would like to change the subject a little: could 
you cast your mind back to the time when you were 
appearing before the U. S. Power Commission. tI am 
not clear from the evidence whether the U. S. Power 
Commission did establish that there were sufficient 
reserves behind the opposition that you had =2.2 
think the Pacific Gas Transmission Company? 

MR. McDONALD: Yes, they opinioned -- 
the Commission, to authorize the construction of 
the Pacific Northwest pipeline, made the finding 
that there were sufficient reserves behind the 
line to justify the construction of the line within 
the ordinary rules of procedure before the Federal 
Power Commission, 

MR, COMMISSIONER HOWLAND: To your know- 
ledge, this was a thorough investigation? 

MR. McDONALD: Yes, I made it very 
thorough; we contested it very bitterly. 

MR, COMMISSIONER HOWLAND: Just one other 
question on the matter of opinion: do you think aE 
would have been of any aid to you under those cir- 
cumstances if Canada had some kind of energy author- 
isy.e 

MR. McDONALD: One of our difficulties 
was the lack of centralization of policy, as it 
were, with regard to gas. It could possibly 


have been some help. 


MR, COMMISSIONER HOWLAND: T had in mind 
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that the U. S. Power Commission deals only with 
gas, and Canada also is the site of other forms 
of energy which are pretty valuable. 

MR. McDONALD: Vell, the Federal Power 


Commission deals with two energies: gas and elec- 


UPLeLcy. 
MR, COMMISSIONER HOWLAND: I am sorry. 


MR. McDONALD: And water power as connected 


to electricity. 


MR, COMMISSIONER HOWLAND: Do they deal 
with international energy? 

MR. McDONALD: Only to the --- 

MR. COMMISSIONER HOWLAND: In electricity, 
iamesn? 

MR. McDONALD: Only to the extent they 
exercise an investigative function of determining 
whether a connection across the international 


border shall be authorized by an executive order 


of the President of the United States. 
MR, COMMISSIONER HOWLAND: They have 
nothing to do with the Columbia River, for example? 


MR, McDONALD: They would have some- 


thing -- I don't want to get into electricity. 

MR, COMMISSIONER HOWLAND: Well, I 
don't either. What is the gist of your answer. -= 
that it would or would not have been any assistance 


to you to have an energy authority behind you? 


MR, McDONALD: It could possibly have 
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been some assistance, It would have centralized 
energy in one source in Canada and would have pro- 
vided a source of contact, as it were. 

MR. COMMISSIONER HARDY: I would like to 
ask one question on that same line, Mr, Chairman, 
Without getting into too much detail, Mr. McDonald, 
could you give us your opinion as to whether the 
contract that you were trying to get, that was 
settled by the decision of the FPC on June 20th, 
1954, whether that would have resulted in cheaper 
gas in Vancouver than they have under your present 
arrangement? 

MR, McDONALD: If we had succeeded in 
delivering the gas as we then applied, the rate 
would have been exactly the same rate as we are 
charging today. 

MR, COMMISSIONER HARDY: Wel], I would 
eugcest you didmahe need any Help, 

MR. McDONALD: Oh, no -- the amount of gas, 
though, Vancouver is using -- they intended to use 
~~ would be 30 million or 40 million feet a day, 
and we could only build the line provided we did 
sell in Seattle, Tacoma and Portland up to about 
150 million cubi¢ feet a day. That. wae a emagds 
oh4-inch pipeline -- a different venture entirely 
than we have today. 

MR. COMMISSIONER HARDY: In other words, 


you have had to deliver more gas, or export more 
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gas, to get as good a proposition? 
MR, McDONALD: Yes, if we built a pipeline 
from Peace River to Vancouver to serve Vancouver 


alone, the gas would have been somewhere between 


$1.50 to $2 as contrasted to the 34 cents we 


are selling it at. 


MR, COMMISSIONER HARDY: Under your pre= 
sent contract, or the arrangement you negotiated 
after the FPC decision of June 20th, 1954, involved 
the export of a greater quantity of gas than you 


were contemplating originally? 


MR, McDONALD: That is right; twice as 
much, 

THE CHAIRMAN: Mr. McDonald, has West- 
coast made a tentative application yet, or any other 
kind of application, to the FPC in connection with 
this present application with the Oi1 and Gas 
Conservation Board? 

MR, McDONALD: No; sir, the firsv appli 
cation is before the O11 and Gas Conservation Board 
and the others follow from tere, 

THE CHAIRMAN: But as yet you have made 
no guch tentative --- 

MR. McDONALD: No. Pacific Northwest 
would actually make the application to the FPC 
and they would use the documents we are presenting 
to the Board of Transport Commissioners. 


THE CHAIRMAN: But no such application 
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has been made? 

MR. McDONALD: No, Sir, 

THE CHAIRMAN: Can you tell me, what 
were the terms by way of price comparable to the 
ee cents we have been talking about that Pacific 
Northwest is obligated to pay under your existing 
contract -- what was the price in the contract 
that went by the board between Westcoast and 
Westcoast Transmission Ine. -- load factors 
being the same, and that sort of thing? 

MR. McDONALD: jell, the price was 
about 26 cents based on 150 million cubic feet. 

THE CHAIRMAN: Based on that? 

MR, McDONALD: Based on 150 million 
cubic feet as being the sales in the fifth year. 
THE CHAIRMAN: Between what? 

MR. McDONALD: Based on the export at 
the border of 150 million cuble feet ain tie 21 
year of operation. 

THE CHAIRMAN: That contract was only 
for the export of 150 million cubic feet? 

MR, McDONALD: Yes, that was the amount 
a= $50. mil 14 on cupie feet per day. 

THE CHAIRMAN: Yes, 

MR. McDONALD: That was the market that 
we intendeé tc serve in the States -- in Seattle, 


Tacoma and Portland, in the fifth year of operation, 
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THE CHAIRMAN: I am not quite sure I 
understand your Rarity Dr, Hardy. Did you 
not have this export market and the DYLCE Oh Bas 
to the consumer in British Columbia, you said, 
would be something like $1.40 or $1.50? 

MR. McDONALD: No, ihe price of gas 
bo the B. C, Electric, at the city gate, Vancouver: 
would have been somewhere around $1.50 to $2, and, 
of course,the consumer price would be up to around 
$3 or $3.25 or something of that kind. 

THE CHAIRMAN: Even with the export con- 
tract, your tentative average rates for the sale of 
gas by Inland have been set at $1.30 per Mef to 
residential and commercial consumers in B. C,.? 

MR, McDONALD: Yes, and similar rates, 

I believe, are charged in Vancouver; but that in- 
cludes the cost of the distributing of the gas 
through the city streets and all of the investment 
which B. C. Electric and Inland are making in 
their own distribution. 

THE CHAIRMAN: How would that $1.30 
per 1000 cubic feet in B. C. compare to what the 
consumer in the Seattle-Portland, Oregon area pays 
today? 

MR. McDONALD: I think 1¢°1is almost 
exactly the same, from S125. ee $1.30, something 
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rate increase on February 5th, I do not know 


what has happened since, 


THE CHAIRMAN: I do not know but possibly 


Mr, Hetherington may be the person to answer these 
next two questions which TI have: 

Mr. Hetherington, you were born and 
brought up and educated in the United States, is 
that, nov- so? 

MR. HETHERINGTON: VYestiesined cd. was. 


THE CHAIRMAN: You have been here since 


1952? 
MR. HETHERINGTON: Well, I have been 
divine here” since tha betimes I have been working 


on the Westcoast project since 1949. 

THE CHAIRMAN: Prionwtor Ghat you were 
a senior engineer with Ford, Bacon and Davis in 
New York? 

MR. HETHERINGTON: Yes. 

THE CHAIRMAN: And your experience has 
been concerned primarily, since you graduated from 
the University of Oklahoma, in the department of 
natural gas technology and design and engineering 
Of natura ges prpelinesr 

MR, HETHERINGTON: Yes. 

THE CHAIRMAN: So you must have had a 


considerable experience throughout the United States 


on pipelines? 


MR. HETHERINGTON: Well, I have. 
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THE CHAIRMAN: And the effect of pur- 
chasing gas and the sale of gas on the economy of 
the country? | 

MR. HETHERINGTON: Yoo: 

THE CHAIRMAN: Would you be good enough 
to give us your view as to whether or not the 
export of gas from the gas-producing States of 
the United States to other States which are not 
so richly endowed has increased the price to the 
consumer in that state or those states, the local 
consumer? 

MR, HETHERINGTON: Well, when you asked 
Mr, Black that question I tried to think how I 
would answer it if I was asked that same question. 

THE CHAIRMAN: You were going to be 
stuck? 

MR, HETHERINGTON: CLS NAMALC CVSS irs = 
cult to answer without some generalities. I would 
like to say this, that, generally speaking, we will 
talce Houston) exasi fon example. The cost of 
gas in Houston, Texas, is not too different, and 
this is the retail consumer, not too unlike the 
actual cost of gas in San Francisco, for example, 
and Houston has an industrial gas system that 
collects gas to run the industrial port abtethe 
Houston Ship Channel. Those are specific instances 
with which I am familiar. The price of that gas 


4g not too unlike the price of gas in, we will say, 
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Detroit, that is sold to industries in Detroit. 

The export: of gas from Houston <= and, 
oes aoe. 1 lait Wasa in northeastern Texas, in 
canbe ekas > "andr then. as gas became more valuable, 
people could afford to build pipelines into the 
central *portlonrvand!’ finally iteeotvoversinto, the 
southern portion and down into Corpus Christi and 
Brownsville and Mexico, and Indo net thinithag 
has been materially affected by that gas in Houston, 
as such. 

Now, the cost of gas to the consumers, 
as you have seen today, is largely determined by 
ther cost of the distributicom The producer gets 
a little bit, maybe 9 cents per Mcf in the United 
States today, and the average pipeline rate for 
selling gas, after paying this 9 cents, might be, 
today, 25 centeror S30 “centertand in nearly every 
place the gas costs upwards of 75 cents by the 
time it gets to the consumer, The big charges 
are on the distribution, 

So the fact that you export gas from an 
area like Texas may affect) the field) price but, even 
if it does, it has not changed the price to the’ con- 
sumer very much, 

Now, there is another factor here. We 
have heard of 20-cent gas and 22-cent gas from 
the wellhead on recent purchases. Now, the gas 


that is purchased at these high prices today is 
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gas that is located in one area, generally one 
field with a lot of gas there that will either 
supply a brand new pipeline project or a sub- 
stantial expansion of an existing project. When 
I speak of that I mean gas in the range of one 
trillion to three trillion cubie: feet a day, These 
large discoveries in one location carry a premium 
price, for the reason that they can support an 
entire pipeline project, and those quantities of 
gas are at these high prices. 

If you have gas down in Louisiana today 
and you are near a pipeline, you are lucky to 
get 8 or 9 cents for it, unless you have enough 
to support a big project. I give this example 
to show that when gas is exported, let us say, 
forvexampile;. from the Staterotytexas jaf wits 
exported in very large quantities from a big 
field and some pipeline company can afford to 
pay 20 cents per Mcf at the wellhead for it, that 
really does not affect price at the smaller fields 
that are hooked into local supply. 

Now, that is a sort of confused answer, 
I recognize, Mr. Chairman, but in summary I would 
Mike to say I do not believe that the exportyor 
gas actually raised the cost of gas to the ulti- 
mate consumer very much in Texas. I know the 
price has gone up and, in large part, is due 


to the increased cost of distribution facilities; 
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and if the field price of gas, the higher field 
price paid as a result of export from Texas has 
increased, it has been a small factor in in- 
creasing the actual price to the ultimate consumer, 
THE CHAIRMAN: Thank you. Will you 
tell me, in answer to this second question -- which 
you also probably have anticipated: has the Federal 
Power Commission, in your judgment, and its regula- 
tory authority, having regard to your experience 
in the United States in the gas and pipeline 
business, been a beneficial effect in industry 
as a whole in the United States, including the 
producer and consumer? 
MR. HETHERINGTON: In regard to that 
question, let me start with the consumer. ni 
think that probably everyone agrees that the 
influence of the Federal Power Commission has 
been generally to protect the consumer and pro- 
bably today the rates of interstate cost delivered 
at the various city gates of the United States 
is lower than it would be if there were no Federal 
Power Commission. So, to that extent, I am 
certain that the influence of the Federal Power 
Commission has helped the consumer, in nearly 
every case the cost price of gas is below the 
price of other competitive fuels and, if there 
were no Federal Power Commission, I assume the 


law of supply and demand would operate and the gas 
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would be sold on the basis of its competitive price, 
in which tase the consumer would pay more; so it 
has been helpful to the consumer. 

I believe the influence of the Federal 
Power Commission has helped, has been very helpful, 
in stabilizing the natural gas transmission industry. 
The pipeline companies individually have had pro- 
blems and they are still trying to work out their 
problems, they are trying to get a proper considera- 
tion of rate increases so that they can continue to 
raise additional capital and keep solvent, but, 
at the same time, the influence of the Federal Power 
Commission has, in effect, granted -- well, it is 
at least a semi-monopoly, to a pipeline company 
serving an area, and I would not say it has 
guaranteed that the pipeline will have success but, 
within reason, the Federal Power Commission would 
see to it that the transmission pipeline companies 
get a reasonable rate of return. 

So, again, I would say that the Federal 
Power Commission helped the -- or, rather, has been 
peneficial to the pipeline companies. 

Now, with respect to the producers, I 
just hate to get into any kind of discussion about 
producers, because there are so many controversies 
right now. The Federal Power Commission declared 
authority, as Mr. Black told you, was sent back by 


the Courts and they were told, "You regulate the 
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producers, " 


Now, this is my own statement, but I 


do not think the producers, as such, agree that 
the Federal Power Commission has helped them any, 
if you talk to the individual producer. 

THE CHATRMAN: Thank you very much, Mr. 
Hetherington, Undoubtedly you have appeared before 
the Federal Power Commission many times? 

MR, HETHERINGTON: Yes, I have. 

THE CHAIRMAN: And “yous too, sire vebonald? 


MR. McDONALD: Yes, sir, I have appeared 


in the Westcoast projects. 

THE CHAIRMAN: And both of you, I take it, 
have appeared before the Board of Transport Commis- 
Sioners in Canada? 

MR, McDONALD: I acted as counsel in Canada. 

THE CHAIRMAN: And Mr, Hetherington has 
appeared? 

MR, HETHERINGTON: Ve ewein: 

THE CHAIRMAN: Both: of jrourappeared? 

MR. HETHERINGTON: Yes Git: 

THE CHAIRMAN: Vas there anything comparable 
before the Board of Transport Commissioners to 
what you would have had to go through before the 
Federal Power Commission to get a permit, had you 
been exporting gas from the United States and the 


situation was reversed? 


MR. McDONALD: Mr. Chairman, in our 
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particular case it was the first gas case and we 
filed exactly the same,documents in the way of 
economic reports, reserve reports, market studies 
and so forth, and we presented, before the Board 
of Transport Commissioners, exactly the same evi- 
dence. 

The only difference there was between 
the two hearings was that in Canada we were not 
opposed, in one way, not opposed in the sense that 
there was a very close investigation on every 
iota of our material, but the Board of Transport 
Commissioners, sitting as the Board and not through 
an examiner who would report to the Commission, did 
carry out some inquiry, but not with the same 
detail that we presented to the Federal Power 
Commission. 

In the last hearing before the Federal 
Power Commission the proceedings involved El Paso 
Natural Gas, Pacific Northwest and ourselves and 
the time spent was about twenty days. 

THE CHAIRMAN: IT understand that, but in 
Ottawa it was an ex parte application? 

MR. McDONALD: That was the situation. 

THE CHAIRMAN: Just to follow that pro- 
cedure for a moment, you got, then, a recommendation 
of the Board of Transport Commissioners to the 
Minister of Trade and Commerce, is that correct, 


or the Governor-in-Council? 
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MR, McDONALD: The procedure is that 
the Board of Transport Commissioners issued an 
Order authorizing “lestcoast to construct its pipe- 
line project. 

In essence, at the hearing were repre- 
sentatives of the Minister of Trade and Commerce 
and, I presume, the record was transmitted to him 
or to them; and, when I made my application to 
the Minister, I filed exactly the same economic 
studies I filed before the Board of Transport 
Commissioners and attended upon them to ascertain 
what they wished to discuss with regard to them. 

»o the practice is that only the Board 
of Transport Commissioners has dealt with the appli- 
cation. The Minister does not consider an appli- 
Cavzon Tor an export licence’. 

T mignit point oue that 2 nave iwnceiuded, 
in my exhibits, the Order of the Board of Transport 
Commissioners and the reasons of the Board, for 
the express purpose of allowing this Commission 
Wo read 2.. 

THE CHAIRMAN: Unfortunately, I have not 
had an opportunity to read all that, bus wee 2 iperce 
discussed before the Board of Transport Commis- 
sloners? 

MR. McDONALD: Yes, Sir. 

THE CHAIRMAN: Ee was discussed? 


MR. McDONALD: Yes, the price -- the 
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marketing of gas, both in Canada and the United 

States, was presented to the Board. Mr, Hetherington 
briefly presented to oe Board the same material that 
Neppresented hére.iin his’ adjustment. of prices as 
between San Francisco and Seattle and Vancouver 


that we discussed here, 


THE CHAIRMAN: And they knew you had been 


beewerewpelore the PPCyr let us-put it that wayneon 


a contract that was for 26 cents, but for a smaller 
quantity? 

MR. McDONALD: Yes, I looked at the 
record the other day and I know that Judge Kearney, 
then Chairman of the Board, specifically. referred 
to the 26 cents, 

I would be glad to furnish to the Commis- 
sion, Lf they desire, the transcript. 

THE CHAIRMAN: No, I was interested as 
to what kind of investigation was carried out, 
having regard to the number of these applications 
which have been dealt with in this country, what 
kind of investigation was carried on and how 
thorough it was and whether the need for it was 
sufficiently appreciated, and I think what Mr. 
Hetherington has told us now and what he bold us 
yesterday morning in effect says to the Commission 
that the FPC and its type of regulation has been 
beneficial to the consumer and to the industry as 


a whole in the United States. 
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MR. McDONALD: IL agree with that, Mr, 
Chairman. D would dike to just poink out that 
bie board sor Transport Commissioners, in both our 
particular case and that of Trans-Canada, investi- 
gates what reserves had been allocated by the Oil 


and Gas Conservation Board, and that is a fairly 


complete investigation, so that the Board of 
Transport Commissioners, in effect, had, as it 
were, supplementary support of the Oil and Gas 


Conservation Board in the Alberta permit. 
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THE CHAIRMAN: But what about your 
British Columbia supplies, because you had no 
Conservation Board to ae YO-UO, UAE Board oT 
Transport Commissioners with any recommendation? 

MR. McDONALD: ver. For that reason 
we produced geological evidence, a geologist and 
geological evidence to the Bard of Transport 
Commissioners, who in the case of Westcoast appli- 
CacHon, Consulted with the eeclosi cal etart of 
the Department of Mines and Technical Services. 

THE CHAIRMAN: But there was no report 
Prom mnie Province? 

MR... McDONALD: “The ®Frovinee) oe: british 
Columbia? 

THE CHAIRMAN: Yes. 

MR. McDONALD: No, they did not present 
a technical report. They attended that on behalf 
Ores in the matter of the poll ticad situation. 

THE CHAIRMAN: Thank you very much, Mr. 
McDonald. 

Pardon me for taking so long, Mr. Pattillo. 

MR, PATTILLO: That is quite all right, 
Me. Chairman, and I think you will agree with me 
that there is not much point in launching into the 
other remaining phases,which I think will probably 
take us somewhere in the vicinity of an hour or more 


in the morning. 


THE CHAIRMAN: Well, then, in those 
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circumstances there is just one more question I 
would: like wo ask: 

You undoubtedly heard what I asked Mr. 
Horton yesterday as to the financial structure 
of the gas pipeline organization and the percentage 
of debt to equity. Have you determined in that 
regard, from a point of view of Westcoast -- I mean, 
your existing percentage is something about 28 per 
cent, 1en't 1b, ol equity tov.dent? 

MR. McDONALD: Just dealing, Mr. Chairman, 
with the pipeline investment only. Our present 
ratio of debt is first mortgage pipeline bonds, 46.4 
per cent. 

THE CHAIRMAN: Per cent of what? 

MR. McDONALD: Per cent of the total in- 
Vesument in) the pipetine,. 

THE CHAIRMAN : I wonder if we mean the 
same thing? 

MR. McDONALD: Ne Se 

THE CHAIRMAN: I was just taking it on 
a basis roughly that you had $170 million of long- 
term debt and you have $50 million of capital 
stock. 

MR. McDONALD: Yes, the $50 million -- 

I am sorry; the $50 million capital structure in- 
cludes the acquisition of the production company 
which is not a pipeline investment. 


THE CHAIRMAN: Oh. 
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MR. McDONALD: You see, there, for the 
purpose of Pemparieon that is desired you might ex- 
clude the 25,869,960 from your calculations just 
for comparison on our present capital structure, 
Mr. Chairman, the 88 per cent is debt, the 88 per 
Geng ls debt and l2:per cent 1s the capital stock 


attributed to the pipeline. 

THE CHAIRMAN: Oh, yes. -I see what you 
mean. When you eliminate the liability to capital 
stock which is attributable to other than the pipe- 
ine Construction. 

MR. McDONALD: That is right, Mt. Chairman. 

THE CHAIRMAN: CO, Tomrer 

MR. McDONALD: 3S: to ies 

THE CHAIRMAN: Have you developed any 
philosophy in that organization as to what your 
gain is? 

MR. McDONALD: The standard of industry 
is 75 per cent debt and 25 per cent preferred stock 
or common shares. In otr particular case, Mr. 
Chairman, we have used instead of a preferred share 
a subordinate debenture which is unsecured, but it 
is an interest-bearing debenture; it is convertible 
in part. 

THE CHAIRMAN: Yes. Well, I didn't have 
this when I asked the question. The fact is that 
there being a substantial number of share issued 


for a very low monetary consideration, your propor- 
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tion of equity to debt is very small. 

MR, McDONALD: NGSt tila te ho aber 

THE CHAIRMAN: is that.right? 

MR. McDONALD: Hat 28. lent, yess 

THE CHAIRMAN: Do you want to supple- 
ment it? 

MR. McDONALD: The point I want to bring 
to your attention is that the subordinate debenture 
Po MOU a Secured debt; 1b 1s a long-term dept; it 
is payable only av Least for the largest part, only 
after the first mortgage bonds have been retired. 

THE CHAIRMAN: Mr. McDonald, I know. 

I happen to have connection with a company and we 

have several tens of millions of subordinate debt, 
but we have to pay the sinking fund and we have to 
pay the interest on 10. 

MR. McDONALD: Ves. chav Lssricht, 

THE CHAIRMAN: Thank you very much. 

Mr. McNeill, we will receive, first thing 
in the morning -- do our best to get finished with 
the Westcoast Transmission submission, and I think 
that possibly if you and your clients could be 
prepared to go on -- I can't tell you whether it 
will be fifteen minutes or an hour. 

MR. McNEILL: I appreciate that. We 
will be ready at any time. 

THE CHAIRMAN: Thank you very much. 


You come on in the morning again, please. 
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MR, McDONALD: Thank you. 
THE CHAIRMAN: 


The hearing is adjourned 
until tomorrow morning 


at 9.45. 


---Whereupon the hearing adjourned at 4.30 p.m. 


until 9.45 a.m., Wednesday, February 19th, 1958. 


es 


a 


¥R Heeh belt 


a is Meree atid to 


Silas eh. 


J 


a 


; 4 wy 
Tia “3 
‘ y i 


HANDBOUND 
AT THE 


wk. 


eS 


UNIVERSITY OF 
TORONTO PRESS 


eet 


Dat Apewits beckham 


ess 
heen 
iepenen 


